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NETHERLANDS INDIA AND JAPAN 


Amry VANDENBOSCH 


‘ke Durtcn and the Japanese have had long if not always 
the most honorable relations with each other. The Dutch arrived 
in Japan some sixty years after the Spanish and the Portuguese, 
but from then until the present they have maintained continuous 
relations with that country. The Japanese came to the East Indies 
at about the same time that the Dutch arrived there. The East 
India Company used the Japanese in various employments, but 
chiefly as soldiers. If Japan had not gone into seclusion the Japanese 
colony in the East Indies might have become important, but cut 
off from fresh accessions the Japanese group became absorbed in 
the general population. — 

Throughout more than two centuries of Japanese seclusion, Japan 
allowed the Dutch alone of all the Western peoples to continue ~~ 
diplomatic and trade relations, though in a restricted form. The “ 
Dutch post on the island of Deshima in the harbor of Nagasaki 
was in effect a combination of a diplomatic post and trading 
company agency. When the Dutch Government took over the a 
East Indian Company at the end of the 18th Century it succeeded = 
to the trade monopoly of the Company, which was apparently of no e 
great value, as the amount of trade was not great.’ During the ~~ 
few years of French control over the Netherlands in the Napoleonic ~ 
period Deshima was the only place in the world where the Dutch om 
flag continued to fly. 

While the post at Deshima was to the Dutch only a trading 
agency and an unusual sort of diplomatic post, it was to Japan an 
aperture through which it obtained a surprising amount of informa- 
tion and even learning from the outside world. From the Dutch 
on Deshima the Japanese learned a great deal about cartography, 


'For the early history of Netherlands-Japanese relations see De internationaal 
rechterlijke hetrekkingen tusschen Nederland en Japan (1605-heden), by E. N. van 
Kleffens. Leiden, 1919. Dr. van Kleffens is now the Dutch Minister for Foreign 
Affairs, 
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P. acific Affairs 
geography, military science, medicine, botany and Western astron. 
omy. In this way Western influences were at work in the country 
long before the opening of the country by Commodore Perry: 
Through this contact the Japanese were warned of the inevitability 
of conflict with the West unless Japan voluntarily departed from 
its policy of seclusion. A letter to this effect was written by King 
William II in his own hand, but it was composed by Von Siebold, 
a former physician at the Dutch post on Deshima and a well-known 
student of Japan. Some years later the United States Government 
requested the good offices of the Dutch Government in promoting 
its “amicable visit to the Japanese Islands.” In granting this reques 
the Netherlands Government acquainted the Washington Govern. 
ment with its exchange of letters with the Japanese Government 
nearly a decade earlier. 

Ever since the Sino-Japanese War the Dutch have been watching 
with concern every Japanese manifestation pointing towards south. 
ward overseas expansion. By the Treaty of Shimonoseki in 1895 
Japan obtained Formosa and the Pescadores Islands, and from 
that time until the present there has been in Japan a group, com- 
posed chiefly of commercial and naval leaders, which has advocated 
expansion in the South Sea Islands. Japan chose expansion on the 
continent, but did not entirely forget or neglect the South Sea 
area. The South Seas Society encouraged trade and other relations 
with the South Sea Islands and in 1912 a Government subsidized 
boat line to the East Indies began operations. During the World 
War signs increased that Japanese thoughts were turning southward 
overseas. Articles began to appear in the Japanese press alluding 
to the East Indies as a desirable region for expansion. The transfer 
to Japan of the former German colonies north of the equator, 
even as mandates under the League of Nations, caused misgiving. 
From the point of view of international politics in the Pacific area 
the rise of Japan as a world power had been largely offset by the 


2On this general subject see: Boxer, Jan Compagnie in Japan, 1600-1817, The 
Hague, 1936; F. Kuiper, Japan en de Buitenwereld in de achtiende eeuw, The Hague, 
1921; Yamasaki L’Action de la Civilisation Enropéenne sur le Vie Japonaise avant 
Varrivée du Commodore Perry, Paris, 1910. See also “The Dawn of Western Science 
in Japan” by Kan Kipuchi in The Scientific Monthly, XVII, 113-128. 

5 Van Kleffens, op. cit., p. 37. 
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Netherlands India and Japan 

rise of the United States as a world power and its acquisition of 
territory in the Asiatic region, but the United States began to 
give indications of desiring to withdraw from the Philippines. 
The position of the Japanese mandated islands, just off the direct 
route between the Philippines and Hawaii and the United States, 
and their possible use as air and naval bases strengthened the 
position of Japan as against the United States. While the collapse 
of Russia might lure Japan to adventures on the continent, it 
might also serve to encourage Japan to increased activities in the 
South Sea Islands region. The weakening of Germany improved 
the position of Holland in Europe. The League of Nations and 
collective security likewise was a boon to a country like the Nether- 
lands, if successful; but if unsuccessful it exposed Holland to new 
and grave dangers. The results of the World War had dark as well 
as light aspects for the Dutch Empire. 

In the years immediately following the World War, when the 
world was extremely oil-conscious, there was some fear that the 
oil resources of the East Indies would speedily draw it into the 
maelstrom of imperialistic conflict. There was some friction for a 
few years between the United States and the Netherlands over 
the question of oil concessions in the East Indies and this aroused 
a heated debate in the States General. It was contended that the 
contract between the East Indies Government and the Batavian 
Oil Company, a subsidiary of the Royal Dutch Shell, for the joint 
exploitation of the rich Djambi Oil Fields in Sumatra, was virtually 
putting the Netherlands into the world-wide struggle for oil on 
the side of Great Britain, and was thus certain to draw it into the 
impending war for oil. Japan entered this controversy merely to 
demand of the Dutch Government that Japanese nationals be 
granted equality of opportunity with other nationals if in the 
future they should apply for concessions. But today, though Japan 
draws nearly a third of its oil supply from the East Indies, no 
oil concessions are held by Japanese nationals. Of the oil produced 
in the East Indies British-Dutch companies produce about 55 per 
cent, American companies about 33 per cent, and the remainder 
is produced by the joint exploitation of the East Indies Government 
and the British-Dutch companies. 
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Pacific Affairs 

The tension in the Pacific in the early post-war years caused the 
Dutch much anxiety. While the Dutch Government welcomed 
the Washington Conference it did not receive the invitation to the 
Conference with unalloyed joy. The Dutch Government had, jin 
becoming a member of the League of Nations, departed somewhat 
from its traditional policy of assuming no international obligations 
of a political nature. In the League, however, the obligations were 
of a general and universal character. But even this commitment 
Foreign Minister van Karnebeek at the time characterized as “ 
jump in the dark” for a small, militarily weak country with the 
geographical position of Holland. In view of these considerations 
the Netherlands came out of the Conference fairly well. It did not 
escape political commitments altogether, as it became a party to the 
Nine Power Treaty, but Van Karnebeek succeeded in obtaining for 
his country such benefits as the Four Power Treaty might possess 
without becoming a signatory to it. After the Four Power Treaty 
had been drafted and signed by the representatives of the British, 
French, United States, and Japanese Governments, the Dutch and 
the Portuguese representatives were successful in inducing these 
powers to extend the guarantees of the treaty to the insular posses- 
sions of Holland and Portugal in the Pacific. 

In spite of certain gains, such as the lessening of tension in the 
Pacific area and the non-aggression pledges with respect to insular 
possessions, the Dutch were not altogether pleased with the results 
of the Washington Conference. The agreement not to strengthen 
fortifications and bases in the Western Pacific might do much to 
change the character of the next war, should war come in spite of 
the agreements. The likelihood of a decisive battle between hostile 
fleets was now considerably reduced, since the fleets would have to 
operate too far from their bases. The war would then in all prob- 
ability take the form of the belligerents driving each other’s com- 
merce from the seas. In this kind of war the East Indian archipelago 
might well become the scene of major activities. 


-— long-feared Japanese commercial invasion of the East Indies 
became a reality during the world depression. Before 1913 the 
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Netherlands India and Japan 
Japanese share of the East Indies imports was only a little over 
1 per cent. During the five years immediately preceding the depres- 
sion it was slightly over 10 per cent, but after 1929 the Japanese 
share rose rapidly and in 1933 it reached 32 per cent. The Dutch 
share of East Indies imports declined from 32 per cent in the years 
immediately preceding 1913 to 18 per cent for the years 1925 to 
1929 and then dropped sharply, reaching the low point of 9.5 per 
cent in 1933. Not only had the Japanese captured a large part of the 
East Indies market, they were also pressing into the shipping and 
distributing business. To combat this commercial invasion the East 
Indies Government restricted its open door policy by imposing 
quotas, both general and specific, and import licenses. As a result of 
these measures the Netherlands and other Western countries recov- 
ered a large part of the East Indies market. 

In 1937 the Japanese percentage was back to 25 per cent while the 
Dutch percentage went up to 19 per cent, which was higher than 
it had been in the years immediately preceding the depression. 
Since 1937 the Japanese percentage has fallen even lower, as a result 
chiefly of the war with China. The trade control measures were not 
taken solely to preserve for the Dutch a part of the Indies market. 
Protection of the East Indies industries, of the existing distributing 
system, and of the markets for East Indies exports were other rea- 
sons for modifying the open door policy. When Japan was supply- 
ing the East Indies with a third of its imports, it was taking only 
5 per cent of its exports. Western countries were buying more than 
they were selling to the East Indies and since most countries were 
operating under the policy of “we buy where we sell,” the East 
Indies was in danger of losing markets for its raw materials. During 
this period the two countries were also engaged in a shipping war. 
The Japanese companies reduced their rates so much that Kobe was 
threatening to become the maritime center of the distant eastern 
islands, rather than Batavia. 

As the chief sufferer from the trade restriction measures, Japan 
felt aggrieved. The Japanese Government contended that the re- 
strictions on Japanese trade constituted a violation of the commer- 
cial treaty of 1912 and it requested that representatives of the two 
Governments meet in conference to seek a solution of the diffi- 
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acific Affair; 
culties which had arisen between them. The conference began in 
Batavia in June, 1934, with Mr. Nagaoka of the Japanese diplomatic 
corps as the head of the delegation from his Government and 
Mr. Meyer Ranneft, Vice President of the Council of the Indies as 
the head of the Dutch delegation. The Dutch had looked with some 
apprehension upon holding the conference in the East Indies; they 
feared that the Japanese would use it for political as well as on. 
mercial ends. Among certain Indonesian nationalists there was 
developing a mild Japanese orientation and the fact that Japanese 
goods were in general cheaper in price presented an opportunity for 
political exploitation. In his opening address Nagaoka urged that 
the negotiations be conducted primarily in the interests of the 
Indonesian population and he referred to the vast opportunities for 
economic development of the Outer Islands and hinted at joint 
Dutch-Japanese exploitation. 

The conference dragged on for six months with no results, the 
chief difficulty apparently being the insistence of the Dutch delega- 
tion that an agreement be reached on shipping before any other 
matter be discussed. A year later, a semi-official shipping conference 
met at Kobe, but broke up without getting to the subject of ship- 
ping. In the preliminary meetings a wrangle developed over the 
question of the official language of the conference, the Japanese dele- 
gation insisting that Japanese be the official language. A year later, 
in 1936, the shipping controversy was settled by an agreement be- 
tween the Dutch and Japanese companies in which rate schedules 
were fixed and the business between the two countries was divided 
on a basis of about 60 per cent for the Japanese and 4o per cent for 
the Dutch lines. Since then many of the commercial differences 
have been settled by a number of separate agreements. 

For decades the Dutch have feared Japanese southward overseas 
expansion, and these fears have increased progressively during the 
last decade. There has been an accumulation of rumors, incidents 
and events which has frightened the Dutch. The Japanese colony 
in Davao in the south of the Philippines, trouble with Japanese 
fishing vessels in East Indies waters, reports of Japanese penetra- 
tion of the Portuguese part of the island of Timor, rumors of 
Japanese efforts to purchase Portuguese Timor, Japanese conces- 
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Netherlands India and Japan 

sions in Dutch New Guinea, and requests for even larger conces- 
sons involving rights of colonization—all have helped to cause 
Dutch alarm. During recent years the Dutch have been especially 
worried about New Guinea. It is a sparsely inhabited area and of 
no great economic value, but its geographic situation between 
Australia and the Philippines and not far from the Japanese man- 
dates gives it a great strategic value. Because the Dutch had left it 
practically untouched they feared a campaign of Japanese propa- 
ganda. To forestall this kind of campaign and pressure the East 
Indies Government several years ago began a vigorous military and 
administrative penetration of its part of this large island and en- 
couraged in every way possible its economic development. This has 
cost much money with little economic gain but the East Indies 
Government felt driven to it by the international situation. 

The Dutch have watched the signs of the rapid development of 
the demand for a more active southward Japanese policy with 
increasing concern. They have seen the number of publications and 
articles on the subject in the Japanese press mount steadily in recent 
years. What the writers mean by the Southward Policy is not clear. 
To some it means more liberal trade opportunities; to others it in- 
volves asserting the right to develop what others appear to be 
neglecting; and to still others it suggests actual acquisition of terri- 
tory. Advocates of the policy also declare that Manchukuo is a 
disappointment as a source of raw materials or as a market for 
commodities; that Japan’s efforts are too much engrossed on the 
Asiatic continent; that there is danger in relying too heavily on the 
continent because Japan may some day be cut off from it by mili- 
tary action; that expansion southward overseas would bring far 
greater returns at less cost; and that anyway expansion on the 
continent should be balanced by overseas expansion. 


pine spokesmen base their claims for Japanese interest in the 
East Indies on several factors, such as a market for Japanese 
goods, a source of raw materials and an outlet for surplus popula- 
tion. Japan finds in the East Indies a considerable market for its 
goods, and this market would be greater but for trade restric- 
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Pacific Affairs 
tions. In 1937 Japanese exports to the East Indies were valued at 
124,000,000 florins. But it cannot be shown that Japan is in espe- 
cially great need of the raw materials of the East Indies, for jts 
purchases of them have been relatively small in spite of considerable 
Dutch prodding to take more. The Dutch for a while were espe. 
cially insistent that Japan take large quantities of Javanese sugar, 
but the Japanese refused to do so. They already have considerable 
money invested in the production of sugar in areas under their own 
control, especially the mandated islands. In 1937 Japan bought only 
42,252,000 florins worth of goods from the East Indies, or less than 
5 per cent of the total Indies exports. 

It must be seriously doubted whether the East Indies can offer 
any direct outlet for Japanese surplus population. Java’s overpopula- 
tion is already a nightmare to the East Indies Government and the 
Javanese would seem to have a superior moral claim to such outlets 
for population as do exist in the Outer Islands. The Government 
hopes shortly to transplant 100,000 Javanese a year to the Outer 
Islands. The population which the Outer Islands can support is not 
unlimited. Two of the largest, Borneo and New Guinea, will never 
be able to support large populations. But what about the moral 
claim of the Chinese to escape population pressure at home by 
migrating to the East Indies? They have already demonstrated 
their willingness to settle there, and to do it successfully. A million 
and a half Chinese now live in the Indies. The number of Japanese 
who have thus far felt impelled to go to the East Indies is very 
small. There are less than 10,000 living there today. Japanese invest- 
ments in the islands are also small, compared to the total foreign 
investments. They are estimated at something like 30,000,000 florins 
out of a total of three to four billion florins of foreign commercial 
investments. The Japanese demands, however, should be seen in the 
light of Japanese hopes for a Chinese-Japanese-Manchukuo economic 
bloc, which requires a large tropical area to be truly effective. 

Incidents which indicated that the matter had gone beyond the 
mere public discussion stage occurred in 1936 and 1937 when the 
office of Governor General of Formosa fell vacant. Admiral Nagano, 
Minister of the Navy, suggested to the Premier that since Formosa 
is a key position in the execution of the Southward Policy and in 
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Netherlands India and Japan 
safeguarding Japan’s southern line of defense, the practice of having 
, civilian as Governor General should be discontinued and a naval 
oficer should be named to the post. Opposition from the Peers and 
the permanent civil officials aroused a controversy which ended 
in a compromise by the appointment to the post of a retired admiral. 
In March, 1937, Mr. Heigora Sakurai of the Minseito Party inter- 
pellated the Government on the desirability of obtaining a perpetual 
lease of Dutch New Guinea as a means of solving the Japanese 
population problem. General Hayashi, the Prime Minister, ex- 
pressed much sympathy with the interpellator’s view, but declared 
that the Government had not yet studied the matter. He further 
pointed out that it would be necessary to take the position and senti- 
ment of the other party into careful consideration. 

It is against this background of a vague, potential Japanese threat 
that the Dutch viewed the rumor of a secret clause in the Japanese- 
German Anti-Communist Treaty of 1936 providing for the division 
of the East Indies into spheres of influence. Since then events have 
moved rapidly, and not in a way to allay Dutch fears. The fall of 
Canton, the Japanese occupation of Hainan and the Spratly Islands 
have brought Japan nearer to the East Indies and reduced the 
military value of Hongkong and the French naval bases in Indo- 
china. In the meanwhile the date of the American withdrawal from 
the Philippines draws steadily nearer. 

Odd as it now seems in retrospect, the Dutch seemed to have no 
other thought than that the fate of the East Indies would be deter- 
mined by events in the Pacific. They relied on their policy of isola- 
tion and neutrality to keep them out of European wars. As late as 
last summer the Dutch refused to join in an important conference 
of naval officers of France, Great Britain, and Australia at Singapore, 
at which one of the chief subjects of discussion was the position of 
the East Indies. The Dutch Government wishes to give offense to no 
potential invader of the East Indies, yet until recently it relied on 
British naval strength in the Far East to help safeguard the 
dependency. When the Dutch and East Indies Governments began 
to fear that the war which threatened Europe would so strain the 
fighting strength of France and Great Britain that it was no longer 
safe to rely on them too heavily, they began to develop plans for a 
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navy with offensive power. A proposal to build three large battle 
cruisers received the approval of the Volksraad just a week or two 
before the German invasion of the Netherlands. 

Now the fate of the East Indies and the Netherlands both depend 
on the ability of Great Britain to withstand German assault. Japan, 
it is true, has driven its diplomatic stakes deep for a share of the 
spoils in the Far East, but the outcome will be determined by events 
in Europe and not in the Pacific. The diplomatic maneuvers of the 
United States Government with respect to the maintenance of the 
status quo of the East Indies place barriers in the way of inde. 
pendent Japanese action against the Dutch dependency, but they 
have no force if the status quo is threatened from Europe. Indeed, 
the United States and the Pan-American states have laid the moral 
basis for Japanese action by their declarations of a similar policy 
with respect to the European possessions in the Western hemisphere. 

In retrospect it is easy to criticize Dutch policy. A frank recog- 
nition by both Belgium and Holland of almost identical interests 
with France and Great Britain both in Europe and in the area of 
their colonies, and military cooperation with them would now seem 
to have been a more realistic policy. However, it should be remem- 


bered that Belgium only four years ago shifted from that policy 
to the Dutch policy of neutrality and isolation and the wisdom of 
Belgium was widely acclaimed. Moreover, the Dutch were not the 
only people who failed to realize how fundamentally the world 
situation had changed. 
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‘ti HE DAL wave of the Soviet-German non-aggression pact 

i. of late August 1939 raised a flood of speculation about the policy 

F the of the USSR. in the Far East. Faced by the most fluid interna- 

‘ode. tional situation in many years, the press tended to hold that rap- 

ihe prochement with Germany would logically result in a similar Soviet 

led movement toward Japan. Based upon the view that the USSR. 

a regarded the European and Far Eastern situations as essentially the 

ie same and would therefore use the same methods in both areas, this 

here. Mg ype of analysis seemed to find confirmation in the actual develop- 

cog. ment of events. 

mae In mid-September 1939, three weeks after the Soviet-German . 

or: pact, the “little war” on the Outer Mongolian-Manchurian frontier 

eem fg «t Nomonhan was ended by a Soviet-Japanese truce, while the a 

em- definite possibility appeared of a general settlement of border rela- . 

slicy tions. The naming of a Soviet Ambassador to Japan—a post that Ke 

1 of had been vacant for over a year—hinted at a thorough house-clean- : 

the ing of disputed points, such as the regulation of Japanese fishing . 

orld rights in Soviet Far Eastern waters and Japanese exploitation of ah 
leased oil and coal sites in the Soviet half of Sakhalin island. From r 

1940 this it might be but a short step to the conclusion of a non-aggres- = 


sion pact, for it was known that the U.S.S.R. had sought such an =f 
agreement with Japan since 1931 (although it has not mentioned 7 
the subject since the conclusion of the German-Japanese anti- e 


Comintern Pact in November 1936) and that Germany was now 
trying to reforge its badly twisted axis with Tokyo in the Soviet 
smithy. Therefore, on the basis of a few facts and a number of 
tendencies in Soviet-Japanese relations, many commentators pre- 
dicted the early withdrawal of Soviet aid to China. Some, going 
beyond this, read between the lines of the Soviet seizure of Eastern 
Poland the tale of an impending division of China by its two 
neighbors. 
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Today, looking back at the facts as they have since unfolded, one 
is obliged to conclude that these prophecies resulted from a rather 
hasty examination of one aspect of the Soviet Far Eastern Position, 
namely, the state of formal relations with Japan. In making its 
judgments, the press by and large looked at one straw, when there 
were others quivering in the wind. A study, for example, of Soviet 
policy toward China and Japan during the period when the Soviet. 
German pact was becoming an increasing possibility (from March 
1939 on) would have shown that Soviet suggestions concerning 
better relations with Berlin—and, to a lesser extent, Rome—were 
not only unaccompanied by similar suggestions with regard to 
Tokyo, but were often combined with words and actions against 
Japan and for China. This was indicated in Stalin’s address of 
March 10, 1939, when the possibility of improved business relations 
with Germany and Italy was first mentioned publicly by a Soviet 
spokesman. 

It appeared even more strongly on May 31—after the outbreak of 
the Outer Mongolian border conflict—when Molotov, in his first 
address as Foreign Minister, repeated this more definitely, but had 
no fair words for Japan. He asserted: “. . . the Soviet Government 
will not tolerate any provocation on the part of the Japano-Man- 
churian troops on its borders . . . we will defend the frontiers of 
the Mongolian People’s Republic with the same determination as 
our own... there is a limit to all patience.” Referring to the 
recent settlement of a fisheries dispute with Japan on Soviet terms, 
he declared in undiplomatic language that “the Japanese reaction- 
aries had another opportunity to convince themselves that threats 
to the Soviet Union do not achieve their aim.” Going beyond this, 
he said specifically of China: “There is no need for me to deal with 
our attitude toward China. You are well acquainted with Comrade 
Stalin’s statement about giving support to nations which have be- 
come victims of aggression and are fighting for the independence 
of their countries. This fully applies to China and her struggle for 
national independence. We are consistently pursuing this policy in 
practice.” 

This last remark probably referred to the fact that in the winter 
of 1939 negotiations had begun in Chungking for a Soviet-Chinese 
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Soviet Far Eastern Policy 
trade agreement. By the time of Molotov’s address these discus- 
sions must have been well advanced, for only half a month later, 
on June 16, a Soviet credit of 750 million rubles (estimated at 
U. $. $100-150 million) was agreed upon. According to the terms, 
as imperfectly known, the U.S.S.R. was to deliver airplanes and 
other military equipment in return for shipments over a period of 
five to ten years of Chinese tungsten, antimony, tea and probably 
tin. This was the third such Soviet-Chinese agreement since the 
outbreak of the Far Eastern war in July 1937. The two previous 
ones provided credits of U. S. $50 million each. 

Soviet credits to China since the outbreak of the Far Eastern war 
have therefore totalled about U. S. $200-250 million, a larger sum 
than the combined credits advanced by other countries. In connec- 
tion with this economic-military assistance, Dr. W. W. Yen, former 
Chinese Ambassador to the Soviet Union, expressed the opinion 
early in 1940 that “Soviet Russia has rendered, perhaps more than 
any other Power, material aid to China, in the form of arms, 
ammunition and planes. . . .” It is also known that there are Soviet 
advisers with many Chinese armies at the front and that Soviet 
mechanics, airplane experts and aides have been sent to China in 
numbers. Beyond this, the U.S.S.R. gave China aid in the political 
sphere at various sessions of the League of Nations and, under the 
Soviet-Chinese Non-Aggression Pact of August 21, 1937, both 
parties promised—if either were the object of aggression—“not to 
render assistance of any kind, either directly or indirectly to such 
third Power or Powers at any time during the entire conflict, and 
also to refrain from taking any action or entering into any agree- 
ment which may be used by the aggressor or aggressors to the 
disadvantage of the Party subjected to aggression.” 

The Chinese Government took the Soviet-German pact in stride, 
and the September 1939 session of the People’s Political Council 
reafirmed the general determination to continue resistance. In 
Japan, on the other hand, though such a development must have 
been considered possible, there was apparently no adequate diplo- 
matic or political preparation to meet it, for the shock in govern- 
mental circles was great. There was a quick change in the Cabinet 
and soon afterward in the Manchurian army leadership, while the 
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Pacific Affairs 
Government adopted a foreign policy that was clearly one of im. 
provisation. The reactions in both countries were natural responses 
to the same fundamental facts: (1) Germany had reached an agree. 
ment with the U.S.S.R. partly because it was convinced of Japan's 
military weakness after two years of unsuccessful war against the 
Chinese armies; (2) Japan was for the time being isolated in inter. 
national affairs and exposed, more than ever before, in relation 
to the U.S.S.R. 

Coincidences in time are often revealing. On August 23, 1939 the 
Chungking correspondent of the New York Times reported that 
Soviet aid to China had increased sharply in recent weeks. On the 
other hand, on August 20—the very day of the Soviet-German trade 
agreement—the Soviet-Mongolian troops at Nomonhan carried 
through a counter-attack and won a considerable victory over the 
Japanese-Manchurian forces. A statement published by the Japanese 
War Department in November, 1939 described the struggle from 
May to September as the “longest and bitterest fought between the 
two chief adversaries since they came to grips in the Russo-Japanese 
War of 1904.” It was admitted that “the Japanese fought against 
heavy odds” and “suffered a total of 18,000 casualties, including 
killed, wounded, and sick” under the onslaught of Soviet planes, 
tanks, armored cars, artillery, sharp-shooter divisions, mechanized 
brigades and cavalry. 

Because of the scale and length of the fighting at Nomonhan 
and the equipment involved, that conflict should properly be 
regarded as a Soviet-Japanese war in miniature. It was as if the 
two opposing Governments had agreed to take a practical poll 
of their relative military strengths, not by comparing statistics or 
reports of maneuvers, but by employing in battle an adequate, 
well-chosen sample of the forces at their disposal under conditions 
approximating those of a fully-developed war. Into this “model” 
conflict the U.S.S.R. and Japan apparently poured the best that 
they had, using strategy and resources out of all proportion to 
the actual border territory at issue—but by no means excessive in 
relation to the international questions involved. 

Once the Nomonhan conflict was under way, it represented from 
the point of view of the Japanese Army an effort to demonstrate 
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soviet Far Eastern Policy | 

to Germany that Japan could be a militarily useful partner, to 
show the world that Japan was worth supporting as a counter- 
weight to the U.S.S.R., to convince the Western powers of the 
desirability and necessity of appeasing Japan, and finally through 
these successes to force the other elements in the Japanese Govern- 
ment to agree to ever closer relations with the Axis. From the 
Soviet point of view, retreat at Nomonhan would have greatly 
weakened the drive for a collective security front with Britain and 
France, would have diminished the possibility of dealing with 
Germany as an alternative to this, and would have weakened 
Chinese resistance and the whole Far Eastern position of the 
USS.R. Once, however, the Soviet-German pact appeared a 
certainty, an important European obstacle to dealing swiftly with 
Japan at Nomonhan had been removed. At the same time, there 
was greater need for freeing the Soviet Far Eastern flank in 
preparation for the incalculable European consequences of the 
new international situation. 


[ REFERRING to continued Soviet support of China in his address 
of May 31, 1939, Molotov had declared that this “is fully in 
line with the task which faces us in Europe, namely the establish- 
ment of a united front of peaceable powers against the further 
extension of aggression.” Now that the U.S.S.R. had changed its 
strategy in Europe, the question arose: Was the pledge of aid to 
China an inseparable part of the peace front efforts and would 
the one fall with the other? The answer was not long in coming, 
for on September 2, 1939—the day after the German invasion of 
Poland—the new Soviet Ambassador to China made the following 
statement in presenting his credentials to Lin Sen, Chairman of 


the Chinese Government: 


It is my task to declare on behalf of the people of the Union of So- 
cialist Soviet Republics their sincere friendship for China and their sym- 
pathy in the heroic struggle for national independence of the Chinese 
people. The people of the Soviet Union trust that China’s struggle will 
bring victory. There have been political, economic and cultural coopera- 
tion between the two nations since the establishment of diplomatic rela- 
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P. actfic Affairs 
tions. The present commercial treaty will go far to improve the relation. 
ship and will be of benefit in the promotion of economic and cultural 
cooperation. In the present serious international situation, the Chinese 
people know that the combination of the peace policy of the Soviet 
Union and its policy of assistance to victims of aggression means con. 
crete support to their fight for national liberation and freedom. My 
task is the development and strengthening of friendly cooperation be. 
tween the two nations. I trust that I shall receive the cooperation and 
assistance of His Excellency, the Chairman, and the entire Chinese Goy. 
ernment. On behalf of the people of the Soviet Union, I ask His Fy. 
cellency, the Chairman, to accept the warmest wishes for victory of the 
Chinese people in their struggle for freedom. 


It is in the light of such developments as those mentioned that 
one must consider the gradual movement toward normalization 
of Soviet-Japanese relations that began in the fall of 1939. Such a 
movement clearly corresponded to the needs of both countries, 
Nevertheless, though it was generally recognized in Japan that the 
country could not now afford to engage in active conflict in the 
north, there was a sharp difference of opinion within Japanese 
governmental circles as to how far the readjustment of relations 


should be carried. This, it should be realized, could range all the 


way from not raising disputed points for the time being to the 
conclusion of a non-aggression pact, combined with formal settle- 
ment of the concrete problems producing friction. 

The division of opinion did not run along clear-cut lines, but 
as is usual in Japanese politics, split different political and economic 
groups. Generally speaking, however, those elements—often mili- 


tary—that had previously been most vigorous in promoting partner- 
ship in the Axis and had therefore been most strongly opposed 
to the U.S.S.R., now showed a change of heart. Convinced that 
Japan’s own future in aggression depended in good measure on 
Germany’s success, they sought to reshape their former diplomatic 
relationship into a German-Italian-Soviet-Japanese parallelogram, a 
new geometrical form that was in some way to be proved con- 
gruent with the old triangle. These groups suggested that it would 
be relatively easy to reach an agreement with the U.S.SR. at 
China’s expense. 
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Soviet Far Eastern Policy 

This point of view alarmed all those circles in Japan (import- 
ant sections of business, “moderate” politicians, Western-orientated 
leaders) for whom it appeared more and more that a way out 
in China could ultimately be found only through some com- 
promise blessed by the United States and, to a lesser extent, Great 
Britain and France. These elements desired only to remove or 
modify some of the concrete manifestations of conflict with the 
USS.R. without reaching any fundamental agreements. They 
feared that anything more than this would irrevocably antagonize 
the Western powers; they did not believe that the Soviet Union 
would allow abandonment of a fighting China to be part of any 
settlement; and they were disturbed by the thought of the new 
international adventure that might result from Japan’s joining up 
actively with Italy and Germany. 

The possibility of better relations received official Soviet recog- 
nition when Molotov declared on October 31 that the Nomonhan 
truce had been a first step which should be followed by the 
establishment of a commission to examine “certain disputed ques- 
tions” concerning the Outer Mongolian-Manchurian frontier. He 
noted that “there has recently been a certain improvement in 
Soviet-Japanese relations” and declared that “the possibility has 
been established” of beginning trade negotiations. This, he said, 
would be to the interest of both countries, thus referring indirectly 
to the precipitate decline in Soviet-Japanese trade in recent years, 
that had resulted chiefly from Soviet economic policy toward Japan 
(as well as Germany and Italy) during the drive for a collective 
security front. 

Nevertheless, he remarked that it was not yet clear to what extent 
Japanese circles were prepared for an improvement and hinted at 
the Soviet attitude by adding: “For our part I must say that we 
look with favor on Japanese overtures of this kind and we ap- 
proach them from the viewpoint of our fundamental political 
position and our concern for the interests of peace.” Though this 
sentence was perhaps purposely vague, it suggested several im- 
portant points: (1) The U.S.S.R. would expect Japan to take the 
initiative in seeking improved relations (it had already done so 
once in seeking the Nomonhan truce); (2) such an improvement 
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P. acific Affairs 
would have to fit in with the general position of the USSR 
politically (perhaps a reference to the question of supporting 
China); (3) the U.S.S.R. desired to avoid conflict with Japan. 

This statement apparently accelerated approaches previously made, 
for soon afterward Soviet-Japanese discussion became very active, 
particularly with the arrival of the Soviet Ambassador in Tokyo 
in early November. At the same time, relations with China were 
further developed on November 14 through a three-hour meeting 
between H. H. Kung, the Chinese Finance Minister, and the 
Soviet Ambassador in Chungking. A semi-official Chinese state. 
ment issued the following day said that trade questions had been 
discussed. Another such statement the day after declared: “In 
addition to the question of Sino-Soviet trade relations, Dr. Kung 
and the Soviet Ambassador exchanged views on other important 
Sino-Soviet issues.” Both parties, it was said, expressed “great satis- 
faction” over existing trade relations, and measures were devised 
for increasing trade volume, “in order further to strengthen Sino- 
Soviet friendship.” 

The limited character of the Soviet-Japanese negotiations at this 
time was indicated by two statements of the Japanese Foreign 
Office spokesman, in mid-November, that “Soviet military aid to 
China is not an issue between Tokyo and Moscow” and that a 
non-aggression pact was not under consideration. On November 
19 air service was inaugurated between Chungking and Hami (in 
Chinese Turkistan or Sinkiang, on the route to Moscow). At this 
time, also, Japanese Ambassador Togo and Foreign Minister 
Molotov agreed on a basis for trade negotiations and on the makeup 
and functions of the mixed commission for the disputed Nomonhan 
part of the Outer Mongolian-Manchurian frontier. Shortly after, 
the Japanese Cabinet approved the appointment of Shikao Mat- 
sushima as Minister to Sweden, with the understanding that he 
would stop off in Moscow to discuss trade questions. Now the 
conflict in Japan over the extent to which Soviet relations should 
be improved grew in intensity, heightened by the fact that the 
first steps had clearly been taken, by Japan’s increasing internal 
difficulties and by pressure from abroad, for example the United 
States, in reference to the Far Eastern situation as a whole. Yet, 
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Soviet Far Eastern Policy 

despite the entrance of the Soviet Union into war with Finland 
at the end of November, relations with Japan went forward: on 
December 7 the mixed border commission held its first meeting, 
at Chita on Soviet territory, and a series of rumors in the days 
following suggested that some agreement was about to be con- 
cluded. 

On the Chinese side certain significant statements were being 
made about the U.S.S.R. The official Central Daily News of De- 
cember 19 reported an interview with Sun Fo (son of Sun Yat-sen, 
President of the Legislative Yuan, a negotiator with the U.S.S.R. 
in connection with the trade agreement of June 1939, and a 
kader of the left-wing Kuomintang), who declared that the Soviet 
press paid more attention to China than did the press of any 
other country, not only publishing more news but giving it greater 
prominence. According to the paper, “He emphasized that Soviet 
interest in China and her sympathy must not be overlooked.” 

Two days later, on the occasion of Stalin’s sixtieth birthday, 
Chiang Kai-shek sent a message of greeting in which he said: 


The prosperity and progress of your state . . . thanks to your great 
leadership . . . arouse the respect of the whole world. China, which is 
at present straining all efforts in resisting the bitter enemy in its struggle 
for establishing a state on the basis of the masses, experiences special 
respect and gratitude for the leadership in the great plan of state con- 
struction you are carrying out, for your endeavors to stabilize peace 
throughout the world and particularly for your sympathy for our war of 
resistance. On behalf of the whole army and the entire people of China, 
allow me to tender to you the warmest congratulations. 


To this Stalin replied in a telegram, which read: “Head of the 
Chinese State and China’s National Army, Mr. Chiang Kai-shek: 
I thank you for your congratulations. Wish you complete victory 
over the enemies of China.” Shortly after, on December 28, Premier 
Abe of Japan declared to the press, in connection with the pos- 
sibility of a non-aggression pact: “Even if the Soviets accepted all 
our conditions, we would have to consider whether Japan would 
gain or lose by such a pact. Our studies are continuing, but the 
question still belongs to the future.” 

Finally, on December 31 it was announced that the stop-gap 
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fisheries agreement that had been extended for one year in 1939 fm to rest 
would be continued as a modus vivendi for another year, that sion P 
in 1940 the two countries would negotiate a long-term fisheries J end 0 


treaty (long desired by Japan), and that Manchukuo would pay 
the long overdue last installment on the Chinese Eastern Railway, 
Japanese statements did not explore the background of the agree. 
ment, but according to a Soviet communique issued by the Tass 


news agency, as far back as November, 1938 the Soviet Govern- » 
ment had told Japan it would not begin negotiations for a long- ‘A 
term fisheries agreement unless the railway installment were paid, to “tr 
Again in the autumn of 1939 Japan had proposed negotiations for strugg 
a long-term convention only to meet a Soviet refusal for the same declare 
reason. Japan, Tass said, then proposed extension of the existing “score: 
convention for 1940, and the U.S.S.R. said it would be willing to border 
do this, if it received the payment. On this basis an agreement was relatio 
reached. On the other hand, the U.S.S.R. made minor concessions humor 
to Japan by allowing certain Manchurian claims against the Soviet prover 
Union to be subtracted from the payment and by accepting two- concre 
thirds of what should have been a cash payment in the form of Comn 
goods. ment 

On January 4, 1940 the payment was made. The day before, over 
the Japanese Foreign Office issued a statement, declaring that spots, 
Japan had some time ago proposed the demarcation of both the no cit 
Mongolian-Manchurian and _ Soviet-Manchurian borders; _ the of its 
U.S.S.R. had agreed on November 15; Japan had then submitted in thi 
a draft of terms for the establishment of two commissions; the Me 
U.S.S.R. had approved on the whole though suggesting some same 
amendments and additions, and the negotiations would be con- treaty 
tinued. On January 6 the Nomonhan border commission, which Wang 
had held a number of meetings at Chita in December, met for Chun 
the first time in Harbin. Four days later Ambassador Togo pre- treast 
sented Soviet Commissar of Foreign Trade Mikoyan with a draft ture | 
of Japanese views on a trade treaty. conte 
In mid-January a new Japanese Cabinet was installed. Although about 
the incoming Foreign Minister, Hachiro Arita, told the press that becan 
he would “make the strongest possible effort to adjust relations yer 
won 


with Soviet Russia” and that border negotiations were intended 
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to result in something “similar to the conclusion of a non-aggres- 
sion pact,” no further improvement occurred at the time. At the 
end of the month, the mixed commission to fix the Nomonhan 
border halted its discussions and, in a joint communique, stated 
that the views of the two sides were “totally opposite.” 


ELATIONS again appeared strained. The Chief of Staff of the 
R Kuantung forces now urged the White Russians in Harbin 
to “trust the Japanese Army, and with this trust go ahead and 
struggle against the Comintern.” In the Diet the War Minister 
declared that Soviet forces had violated the Manchurian border 
“scores of times” since Nomonhan, and Japanese sources reported 
border clashes on Sakhalin island. The state of Soviet-Japanese 
relations was characterized accurately, but perhaps with unconscious 
humor, by the Foreign Office spokesman: “There’s a definite im- 7 
provement, although it must be emphasized that at present no 
concrete results have been obtained.” On the Soviet side, Foreign 
Commissar Molotov stated on March 29 that, despite the settle- 
ment of several questions, “we cannot express great satisfaction as 
over relations with Japan.” Referring to certain unhealed sore 
spots, he added: “It is time it were realized in Japan that under 
no circumstances will the Soviet Union tolerate any infringement - 
of its interests. Only if Soviet-Japanese relations are understood 
in this way can they develop satisfactorily.” PS 
Meanwhile, Soviet relations with China continued along the “0 


same lines. In January both sides ratified the June, 1939 trade = 
treaty. The Moscow press lashed out at Japanese plans to establish = 
Wang Ching-wei, and the radio carried nightly broadcasts from > 


Chungking; while the Chinese Government saw some of its art 
treasures displayed at the Moscow State Museum of Eastern Cul- 
ture in a loan exhibit that ranged from ancient works down to 
contemporary drawings of guerilla scenes. Nevertheless, speculation 
about the Soviet attitude toward China increased, the more it 
became known that from November, 1939 on there had been 
severe military clashes within the Chinese united front. Many 
wondered whether Soviet assistance would be reduced. Or, if 
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Pacific Affairs 
Chinese unity were broken, would the U.S.S.R. step into the 
ensuing civil war, to prevent Japanese victory and take the side 


of the Eighth Route Army in the northwest? There were also | 


conflicting rumors—circulated chiefly, but not entirely, by Japanese 
sources—that the U.S.S.R. was sending military supplies direct to 


the Chinese Communists, was increasing its power in the Central & 


Government, was seeking to promote a split in China, was warn. 
ing Chiang Kai-shek against a split, and was itself seizing parts 
of the Chinese northwest. 

Bit by bit these rumors were exploded. Early in March, George 


A. Fitch, Secretary of the Y.M.C.A., wrote from Chungking that § 


“none of the supplies of airplanes and military equipment from 
Russia go to the Eighth Route or, as it is wrongly called, the 


Communist Army. Their only source of supplies is the Ministry | 


of War in Chungking.” He declared that he had found in Lan- 
chow about 300 Soviet mechanics, airplane experts and aides, all 
taking orders from representatives of the Chungking government. 
This general picture was confirmed by Edgar Snow, who wrote in 
April that the U.S.S.R. had “surprisingly little” influence in Chung- 
king. In mid-March, after returning from a trip through Sinkiang, 
Sir Stafford Cripps, now British Ambassador to the U.S.S.R., de- 
clared in reference to reports of Soviet occupation or administration 
of that province: “There was no evidence of either at any place 
I visited.” 

At the opening session of the People’s Political Council on 
April 1, Chiang Kai-shek declared that Soviet aid to China had 
been increasing rapidly since the end of the Finnish war. Two 
weeks later, Shao Li-tze—a prominent leader of the Kuomintang 
left wing and of the pro-Soviet group within the Government— 
was appointed Ambassador to Moscow. At the end of the month, 
the Chinese Government announced the establishment of through 
air-mail service between Chungking and Moscow. 

Meanwhile, at the beginning of April, the Japanese Foreign 
Office spokesman had declared that commercial negotiations with 
the U.S.S.R. were “neither deadlocked nor have they broken 
down,” but had reached an advanced stage requiring considera- 
tion of a more important matter, which he did not describe, 
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Soviet Far Eastern Policy 

although he said it was not political. Soon after, Matsushima, who 
was in charge of the Japanese trade group, left for Sweden, thus 
breaking off negotiations. Actually, since March 18, the Japanese 
representatives had held no discussions with Soviet officials. Now, 
however, on April 10, Germany invaded Norway. Only a few 
days later, Ambassador Togo was instructed to resume the trade 
and border negotiations, perhaps because the Japanese then began 

i realize the desirability of freeing their hands for possible action 
in southeastern Asia. On April 20, in reference to Japanese rumors 
that the U.S.S.R. was seeking an agreement with Japan at any 
cost, in order to be free to act in the Balkans and Europe in general, 
the Tass agency said it was “authorized to state that these rumors 
are entirely false and ridiculous, since the Japanese cannot help 
realizing that in view of the well-known conditions in the Far 
Fast, it is they themselves who in the first place need an agree- 
ment with the U.S.S.R. and not the opposite.” Almost two months 
later, on June 9, a new improvement in relations took place when 
Togo and Molotov agreed on the line of the frontier at Nomonhan. 
The terms are not yet available. Tass said that there was “mutual 
recognition of the interests of both parties,” while the Japanese 
Foreign Office spokesman, in an equally uninformative vein, spoke 
of “mutual concessions and compromises.” 

The factual analysis advanced in the preceding pages now allows 
us to draw the conclusion that there have been certain consistent 
principles at the root of Soviet actions in the Far East—at least 
since the outbreak of the war between China and Japan—and 
that these principles may be stated as follows: (1) The U.S.S.R. 
allows no infringement of its Far Eastern interests as it conceives 
them and reaches agreements in that area essentially on the basis 
of its own terms; (2) the U.S.S.R. regards continuance of aid 
to a resisting China as a basic part of its policy; (3) the U.S.S.R. 
seks to avoid war with Japan and to normalize relations with 
that country, not regarding friction with Japan as a part of its 
aid to China. This third point, however, is not necessarily permanent 
in all its aspects, being more a matter of method than of principle. 

One reason why Soviet Far Eastern policy is so often misunder- 
stood lies in the failure to examine realistically the nature of 
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Soviet Far Eastern interests. These interests, as far as one can 
judge, are conceived of as concrete things and are not regarded 
in a capricious or adventurous way. They include, one may be 
sure, the following points: (1) Preservation in all respects of Soviet 
control over its Far Eastern territory (Siberia, the Maritime Proy- 
ince, northern Sakhalin—with its Japanese oil and coal leases— 
and the Far Eastern fisheries, part of which are leased to Japan); 
(2) maintenance of the (Outer) Mongolian People’s Republic, 
which borders on the U.S.S.R., Chinese Sinkiang and Inner Mon- 
golia, and Japanese controlled Manchuria. If one regards these 
interests clearly, it must be plain that—given the existing possibil- 
ities within the Far East—Japan alone can directly menace the 
U.S.S.R., while a Chinese victory is the greatest guarantee of the 
Soviet position. 

In considering Soviet foreign policy, material interests cannot 
be examined without also looking into the Soviet view of Marxist 
theory, since Soviet leaders, including Stalin in particular, have 
paid special attention to study of the colonial and semi-colonial 
parts of the world. The view has developed that in such areas 
all sections of the population suffer in varying degrees from 
foreign control and that the possibility therefore exists of their 
uniting for the purpose of achieving national liberation. Accord- 
ing to this theory if a colonial power attempts to suppress such 
an independence movement, the resistance of the native popula- 
tion is a just act. Therefore, it would appear that the Soviet Union 
assigns to countries like China a special significance. Furthermore, 
although the U.S.S.R. as a Government has never expressed itself 
on the subject, it is rather obvious that it takes a special interest 
in the Chinese Communist movement as part of the Chinese 
national united front. 

As these lines are written, the Far Eastern situation is changing 
very rapidly. The French defeat in Europe has closed China’s 
avenue for foreign supplies through Indo-China and is threatening 
the Burma route. Since China’s only other regular connection 
with outside resources is the northwestern highway to the USSR, 
the latter’s significance in the Far East has risen further. Soviet 
action will, however, be influenced by certain factors: (1) The 
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Soviet Far Eastern Policy 
direction of Japanese foreign policy; (2) The reaction of China 
to the new situation; (3) The development of international affairs 
in general. 

If Japan drives on further into southeastern Asia, it will in- 
evitably seek good relations with the U.S.S.R. This is suggested, 
in fact, by the border agreement of June 9, which was concluded 
after the new Far Eastern situation was clearly in sight. Beyond 
this, after three years of exhausting war in China, Japan can 
hardly enter of its own will into a conflict in the north, regardless 
of the situation elsewhere. Such a conflict would cut off Japan’s 
important supply of fish from Siberian waters at a time when 
Japan is having difficulties over its other main food—rice—and 
would expose important Manchurian and Japanese centers to mili- 
wry attack. The basic Soviet centers are beyond Japan’s im- 
mediate reach, while Soviet economy is in no way dependent upon 
Japan. 

No evidence is now available concerning the future plans of the 
Chungking government, except the report that it will resist Japanese 
occupation of Indochina. What policy Chungking adopts de- 
pends chiefly upon the answer to a political question: whether it is 
willing to undergo the difficulties of a new stage of resistance by 
extending the popular nature of the struggle and by seeking in- 
creased Soviet aid, as well as all the help it can get from other 
sources. In view of the fact that Chinese determination has sur- 
mounted many other crises in the course of this war, it is quite 
possible that this course will be followed. One thing is clear: 
even if sections of China should capitulate, Japan cannot expect 
areal peace, but must anticipate that the fight will go on at least 
in the north and northwest, areas in which the invading armies 
have made least progress so far. Japan must also expect that Soviet 
aid to the resisting forces of China will continue. 

Subordinate to the main political question involved in China’s 
future resistance is a technical problem: to what extent can the 
US.S.R. replace other foreign sources of such important supplies 
as gasoline and trucks? No answer is available. The northwestern 
highway is an expensive route because it is 2,500 miles long and 
there are no important supplies of gasoline nearby. It has been 
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Pacific Affairs 
essentially a one-way road. Before the European war, at least, 
Chinese exports to the U.S.S.R. went south by land and then by 
water to Vladivostok or Odessa, while Soviet lorries traveling 
into China with munitions usually did not return. In addition, 
a good part of Soviet exports also followed the combined sea-land 
route. It is likely that Soviet planes for China have been delivered 
through direct flight over the northwest and that they have carried 
other supplies on these trips. This could perhaps be extended, 
although it would be expensive. 

The international situation will, of course, greatly influence 
Soviet Far Eastern policy. The key factor here is the extent to 
which the U.S.S.R. will be occupied in Europe (whether through 
its own action or the action of other countries), or—putting the 
matter in another way—the state of future relations with Ger- 
many, Great Britain and the United States. An opportunity has 
apparently existed for some time for American-Soviet cooperation 
in the Far East on the basis of mutual guarantees (for example, 
of the status quo in southeastern and northern Asia and of the 
independence of China), but there is no indication that the State 
Department desires to maintain the American position in the 
Orient on this basis. If the United States consequently retreats 
from the Far East, abandoning southeastern Asia to Japan and in 
effect dropping all effective support of China, the USSR. is 
likely to confine itself to its present policy of aiding Chinese 
resistance and normalizing relations with Japan. Far stronger 
action against Japan would probably be considered only if there 
were present an American willingness to support this on equal 
terms. 

New York, June 1940 
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THE UNITED STATES, CHINA, AND 
THE WORLD MARKET 


WILLIAM Branpt 


1. A Modern Myth 


‘be only thing that seems to weather revolution and war 
in the Far East is the myth of a Chinese market of 450 million leg- 
edary customers. Disregarding the historical conditions of the 
problem, the existence of the Chinese market is taken simply for 
granted, as if the only things to be decided were how to get at it and “he 
how to divide it. American writers like to describe this market in 
rosy colors as a prospect for American industry, in dark colors when 
they discuss it as a possible vehicle of Japanese competition. Japanese 
writers like to expatiate on the disaster of this “vast market” falling - 
to Russia. 

The truth is that the market problem of China is inseparable from am 
the problem of the world market. No new market of world impor- 
tance can be opened up without new investments of capital on a very 
large scale; and moreover, unless new markets are opened up, capital 
itself cannot continue to accumulate and grow. This is the hurdle: - 
and it is capital that has to take the hurdle, both for the sake of itself 
and for the sake of the market. 

The undeveloped areas of the world that can still be tapped by 

capital are inhabited by the majority of the population of the globe— I 
the “prospective customers” of our modern mythology. Geographi- 
cally, their heaviest concentration is in Asia, while by far the heaviest “ 
concentration of capital is in Western Europe and North America. 
These are the antipodes of our economic globe. The difficulty is that 
exchange between the opposite extremes of accumulated capital and 
undeveloped market is not the same thing as integration of the two 
in an expanded world order that is organically whole. Even if the 
backward countries were to be subordinated to the rule of capital, 
there are well-nigh insurmountable obstacles, economic, social, and 
political, to izcorporation of them within the domain of capital. 


« 279» 


‘ast 
| 
ing 
ion, 
and 
ied 
led, 
nce 
eh 
4 a 
has 4 
ion j 
the 
ate 
he 
ats 

re 
al 


Pacific Affairs 

China is a huge potential market. The emphasis lies on the word 
potential. Before speculating about its dimensions, the conditions that 
have so long kept it merely potential should be examined. Two proc- 
esses in the operation of capital must be borne in mind: that by 
which it is accumulated and that by which it is reinvested for the 
further development of the market. These processes, moreover, work 
at two levels: the level obtaining in the advanced countries, while 
they are developing their own internal markets, and the level of 
more acute competition when the internal markets have been satu- 
rated, and the advanced countries turn to the development of the 
world market. 

These two levels are by no means entirely separate, because as long 
as the internal market in the advanced countries is capable of sub- 
stantial further development, there is a real world market: capital 
can choose between investment at home and investment abroad. The 
world market can be justly thought of in terms of unlimited poten- 
tialities. After the saturation of the internal market, the horizon nar- 
rows. The world market is no longer an unknown quantity full of 
promising potentialities, but well-known, circumscribed, scanned and 
measured, even acquired (in the form of colonies), but with its de- 
velopment still down at the level of unrealized potentialities. When 
this phase has been reached, the problem of the external market for 
the advanced countries merges into the problem of the internal 
market in the backward countries. To expand the external market 
requires the development of the internal market in the backward 
countries. 

This describes, diagrammatically as it were, the situation of the 
world today. In India, the other British colonies, and China, alone, 
capital is confronted with about one billion economically backward 
people. These people are becoming increasingly and desperately con- 
scious both of the insupportability of their own backwardness and of 
the hopelessness of sufficient capital to lift them out of it. The very 
future of mankind depends, of course, on the re-establishment of 
normal economic intercourse between the advanced countries and 
this immense backward area. Can this be done by the development, 
through capital investment, of the stagnant market? The difficulty is 
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The United States, China, and the World Market 

aggravated by the fact that in China, which has become symbolical 
of the backward area as a whole, there is already going on a titanic 
struggle for political liberation from the economic deadlock. There 
is, accordingly, no better approach to the problem of the world 
market as a whole than through analysis of the different concepts 
and policies that interpenetrate and conflict with each other on the 
Chinese field of battle. 


2. Three Conceptions of the China Market 


HE twin principles of equal opportunity and of the territorial and 
Tae integrity of China imply the interest of American 
capital in the industrialization and the development of the internal 
market of China as a prerequisite and concomitant of the penetration 
of American enterprise. Directly opposed to the American view and 
the American interest is the attitude of Japanese imperialism, which 
is openly inimical to the building up of native industries and the de- 
velopment of the internal market in China. As far back as 1932 the 
Japanese Foreign Office made clear this standpoint in a memoran- 
dum to the League of Nations: “the development of capitalist enter- 
prise in China will make the economic activities of all foreign nations 
in China very difficult or even impossible to carry on.” 

The truth, as brought to light by subsequent events, is that it has 
not been “the development of capitalist enterprise,” but Japanese 
aggression launched for the specific purpose of preventing the de- 
velopment of China by international enterprise, that has made “the 
economic activities of all foreign nations in China very difficult or 
even impossible to carry on.” The British, who in 1932 lent a willing 
ear to the Japanese argument, were the first to learn later on, with an 
unpleasant shock, the real meaning of it. The point, however, is that 
here we have concisely stated two diametrically opposed conceptions 
of the China market: the Japanese “New Order in East Asia” and the 
American “Open Door.” As the Japanese and American aspects of a 
problem which is of world scale, they correspond directly to the 
difference in the structure of the internal market in Japan and in 
America. 


1 Japan Foreign Office, The Present Conditions in China, 1932, p. 39. 
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Between these two extremes stands the British conception, which 

can best be illustrated by excerpts from a memorandum which ir 
Arthur Salter submitted to the Chinese Government: 


Most of the heavy industries (apart from the “extractive” industries) 
must probably be considered unsuitable for China at her present stage of 
development. They usually demand very expensive capital equipment and 
need a large market.” 


The argument here is that the establishment of heavy industry (or, 
for that matter, as will be seen presently, of any large-scale industry) 
is impossible on account of the lack of a large market. It is not 
pointed out that a large market, on the other hand, could be devel- 
oped only by the establishment of large-scale industry. This second 
point, though crucial, is evaded, and thus the statement of the mar. 
ket problem in China is left in a kind of twilight. After discarding 
from the outset the possibility of large-scale industry in China (pre- 
supposing, by implication, the impossibility of large-scale capital 
export to China) Sir Arthur continues: 


Since, with the exceptions indicated, China’s industrial development 
must depend mainly upon the purchasing power of the Chinese public, 
it cannot be too emphatically stated that for China industrialization is not 
an alternative to agricultural development. On the contrary, the increase 
in the agriculturist’s margin of production must be the essential founda. 
tion on which industrial development must be built. 

. . » For these as for other reasons, the increase of the production of 
the average agriculturist remains the fundamental problem of China's 
economy, whether that increase is secured by extension of the areas of 
cultivable land; or a reduction of population (enabling the average farm 
holding to be enlarged); or improvements in methods of agriculture; or 
the development of handicraft or small rural industries by means of 
which those living on the land can supplement their agricultural 
production.® 


The British position is, as can be seen, half-way between the Amer- 
ican and the Japanese. Native industries and the development of the 
internal market in China should be encouraged, but only to a 
strictly limited extent; there should be industrialization but not much 


2 China and Silver, New York, 1934, p. 93. 
8 Op. cit., pp. 94 sqq. 
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The United States, China, and the World Market 
of it. The British expert even prescribes that the rhythm of develop- 
ment should proceed “stage by stage and gradually” (p. 89). 

Yet at that very time (1934), economic and social catastrophe was 
dosing in on China—not stage by stage and gradually, but by leaps 
and bounds. In this, incidentally, China was no exception. In no 
country in the world has industrialization ever proceeded stage by 
sage and gradually. Without exception, industrialization takes place 
by leaps and bounds, this being in the very nature of the accumula- 
tion of capital. In China, as a late-comer, a backward country exist- 
ing side by side with very highly developed countries, this historical 
economic law of suddenly and forcibly accentuated development has 
worked with even more pronounced effect. 

The core of Sir Arthur Salter’s argument, and the key to the tradi- 
tional British view of the way in which the development of China 
should proceed, is in his statement that “the increase in the agricul- 
turist’s margin of production” is “the essential foundation of indus- 
trial development.” He does not discuss the practical aspects of “in- 
creasing the agriculturist’s margin of production,” but they have been 
vividly described by a Chinese investigator : 


While landlords take the lion’s share of the products of the peasants 
in the form of rent, tax-collectors who are usually also landlords and mer- 
chants, take another considerable share in the form of levies, taxes, sub- 
taxes, etc. Debts of the previous year often compel the peasant to give up 
the remainder of his meager earnings. If anything is left after the harvest 
it is as a rule little more than nothing. All he can do to maintain life and 
carry on his tasks during the rest of the year is to go to the landlords, 
pawnshops, local gentry, grain dealers, groceries, and sometimes rich 
peasants, to start the vicious circle of borrowing once again.* 


From this description it is plain that, under the conditions actually 
obtaining in China, the “increase in the agriculturist’s margin of 
production” is no solution at all, but, on the contrary, a factor effec- 
tively retarding both the industrialization of China and the develop- 
ment of its internal market. A radical change in the agricultural 
feudalism and peasant economy of China is the indispensable his- 
torical prerequisite both to industrialization and to the development 


* “Merchant Capital and Usury Capital in Rural China,” by Leonard T. K. Wu, in 
Far Eastern Survey, New York, March 25, 1936. 
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of China’s internal market. The fact must be faced that such a change 
would be not only radical but revolutionary, and that it would, in jts 
incipient phases at least, tend inevitably to restrict drastically “the 
agriculturist’s margin of production”; although—and_because—it 
would tremendously increase the agriculturist’s margin of subsist. 
ence, and would save millions from famine. The agriculturist’s 
margin of production is that part of the results of his labor which 
goes to the Chinese landlord, usurer, and taxgatherer, and to foreign 
capital. The practice of increasing this “margin,” by the process of 
tightening the farmer’s belt beyond the limit of human endurance, 
is precisely what has conjured up economic and social chaos in 
China. 

Significantly, the Japanese experts do not try to confine the issue 
to such empty generalities. They are not afraid to go into the eco. 
nomic and social structure of China; but then, they want to prove a 
point slightly different from that of the British. The Japanese Foreign 
Office memorandum already cited gives the following picture of the 
economic and social structure in which, it asserts, Chinese Commu- 
nism is rooted: 


VI. Factors contributing to the rise of the Chinese Communist move- 


ment and its future. 

. (2) Economic Factors: 

Ever since the opening of China to foreign commerce, not only the cost 
of living has been increased through the introduction of foreign mer- 
chandise, but the subsidiary industries of the farming community such as 
sericulture, cotton-spinning and tea-growing have declined. These eco- 
nomic factors combined with political factors enumerated above such as 
civil war, over-taxation and squeeze, have completely ruined agricultural 
communities. According to statistics, in the four years between 1914 and 
1918, lands left uncultivated increased by 490,000,000 mu and farming 
households decreased by 6,000,000. In one year from 1918 to 1919 the 
percentage of peasant proprietors was reduced from 53 to 49 per cent, 
while that of tenant farmers increased from 26 per cent to 32 per cent. 
The middle class farmers become poor peasants, and poor peasants turn 
proletarians. The industries in China being still too undeveloped to pro- 
vide work for the vast proletarian mass, the majority of the rural unem- 
ployed become either bandits or vagabonds, soldiers or mendicants. 

Of the total Chinese population of 400 millions approximately 336 mil- 


« 284 > 


sche! 
little 
bold 
then 
stror 
exist 
Briti 
“stag 
viole 
sizes 
Tl 
dipl 
“Cay 
omit 
gress 
both 
the c 


The 
jion 
20 p 
land. 
priet 
the | 
popu 
renol 
and 
and 
Tl 
i few 
| : Briti 
| both 
i The 
| 
Tl 
blun 
| 
28 sq 
1 


A fairs 
hange 
, IN its 
y “the 
1se—it 
ubsist- 
urist's 
which 
reign 
ess of 
rance, 
0S in 


issue 
> €CO- 
ove a 
reign 
»f the 


nmu- 


nove- 


> Cost 
mer- 
ch as 
eco- 
h as 
tural 
and 
ning 
the 
cent, 
cent. 
turn 
pro- 
em- 


mil- 


The United States, China, and the World Market 

lion are said to be agricultural. Of these 55 per cent do not own any land; 
20 per cent belong to the class of petty farmers possessing 1 to 10 mu of 
land; 12 per cent are middle class farmers possessing from 10 to 30 mu; 
socalled rich farmers owning 30 mu or more and still larger landed pro- 


rietors make up only 13 per cent. 
_, . It is easy to see how the land policy of the Communists received 


the endorsement of an overwhelming majority of the Chinese rural 
population. . . . The fact that the Party had behind it Russia which has 
renounced unequal treaties and certain rights and interests concluded 
and acquired in China during the Tsarist regime, won popular approval 
and confidence in its movement.® 


This picture of Chinese economic and social reality, drawn with a 
few bold strokes, contrasts strangely with the prim blue-print of the 
British expert. Withal, the two pictures are complementary. From 
both it is plain that there is economic breakdown and chaos in China. 
The protagonist of the status quo tries to get around this by a 
scheme for making the peasant, who already suffers most, suffer a 
little more. The antagonist of the status quo faces the real conditions 
boldly, because he is about to tackle them in his own way, by making 
them an excuse for aggression. The Japanese endeavors to make a 
strong case for himself out of the appalling conditions which actually 
exist, Whereas the attempt to hush them up is the weak point of the 
British argument. The British expert expects a peaceful development 
“stage by stage and gradually,” the Japanese braces himself for a 
violent attempt to overthrow the status quo; that is why he empha- 
sizes its intolerability. 

The treatise of the British adviser could be reduced in simple, un- 
diplomatic and unacademic language to the following propositions: 
“Capital export to China is ruled out by circumstances. Let us, then, 
omit these circumstances, for they would mean either Japanese ag- 
gression or a Chinese anti-feudal and anti-imperialist revolution, or 
both. Either possibility is distasteful. The best advice I can give in 
the circumstances is to muddle through.” 

The Japanese counter-proposition could be summarized in equally 
blunt language, as follows: “The status quo is very honorable. 


5 The Present Conditions in China, Appendix III, “Communism in China,” pp. 


28 sqq. 
« 285 > 


ae 

| 

- 

_| 


The 
velopn 
China 
charac 


P. acific Affairs 
However, considering the circumstances, particularly that absence of 
large-scale capital export from the West which is tacitly assumed by 
the British expert to be the cornerstone of the status quo, it is clearly 


impossible. The best thing I can do in the circumstances is to attack.” J tion tc 

compl 

- actual fact, there are three links in the chain: (i) absence of J the fo 

large-scale capital exports from the West; (ii) Japanese aggres. The 

sion; (iii) Chinese struggle for national liberation. The decisive link left, in 

is the Chinese struggle for national liberation, for by its final outcome J mobil 

will be determined the new forms of economic intercourse between tion; s 

China and the rest of the world. pendei 

Both China’s foreign policy and the policy of the Kuomintang g eace © 
I at within China are intimately tied up with the character of the un- fundat 
= folding Chinese Revolution since Sun Yat-sen. The one important prospe 
om point of orientation in foreign policy is the answer to the question before 
r a whether or not Western capital help is indispensable for the success conten 
toa of the revolution. The answer itself depends on a definite view of JJ the m 
“ the character of the revolution. If it is believed, as Sun Yat-sen origi- radical 
o nally believed, that the Chinese Revolution must lean, in order to be agraris 
= successful, on Western capital, the only policy that is possible is one [J !a for 
i which is resigned to the inevitability of semi-independence. The JJ Russia 
” signal lesson of post-war history has been that China cannot success- The 
oo fully evolve “stage by stage and gradually” from semi-independence JB means 
inf to full independence; though it took some time for Dr. Sun himself J contes 
c to realize that Western capital would support the Chinese Revolution agrari 
t only as the rope supports the hanged man. It was the flat refusal of JJ ‘or its 
” his memorandum to the Versailles Conference which taught him the agains 

< crucial lesson that the success of the Chinese Revolution could not be Weste 

| staked on Western capital help. It te 
The whole conception had to be revised. It became obvious to Sun that h 

Yat-sen that the road to complete independence did not lead through JJ experi 

an intermediary stage of semi-independence. A different course f§ ful eff 

had to be envisaged. The concept of a period of “tutelage,” before lution 
achieving complete independence and full popular sovereignty, J Yat-se 

which had been a cardinal part of his theory, had to be greatly foreig 
modified if not eliminated altogether. For the period of tutelage was Japan 
onist 


based on the assumption of a relatively long period of peaceful de- 
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The United States, China, and the World Market 

velopment, assured by foreign capital help. The realization that 
China would have to shift for itself reacted on the content and 
character of the revolution. It is a superficial and one-sided observa- 
tion to say that from here on the revolution assumed an anti-foreign 
complexion. This was a mere symptom at most, the thing that struck 
the foreign eye. 

The fundamental change consisted in grasping the only alternative 
left, in the absence of large-scale foreign capital help: the large-scale 
mobilization of the people; the speeding-up of the rate of the revolu- 
tion; struggle instead of tutelage; a reaching out for complete inde- 
pendence after the hope of an intermediate stage of semi-independ- 
ence turned out to be a dangerous self-deception. This resulted in a 
fundamental transformation of Sun Yat-senism. With the changed 
prospect of the Chinese Revolution thus envisaged by Sun Yat-sen 
before his death a corresponding change took place in the character, 
content, leadership, and social composition of the revolution. With 
the mobilizing of the peasants the leadership shifted away from the 
radical intelligentsia to proletarian and semi-proletarian elements. An 
agrarian upheaval became manifestly the content of the revolution. 
In foreign policy there was a degree of reorientation toward Soviet 
Russia, initiated by Sun Yat-sen himself. 

The bulk of the Kuomintang officialdom, however, was by no 
means ready yet to accept this legacy of Sun Yat-sen. Its leadership 
contested, frightened by the plebeian elements and methods of the 
agrarian revolution, it began to lean heavily (politically speaking, 
for its life) on the support of foreign capital. It lashed out violently 
against the agrarian revolution, and solicited and got the support of 
Western capital for its military campaigns. 

It testifies to the greatness of character and acumen of Sun Yat-sen 
that he was able to discard the illusion of semi-independence after his 
experience with the Versailles peacemakers. Chiang Kai-shek’s waste- 
ful efforts to stamp out Communism (i.e. to crush the agrarian revo- 
lution) were a fateful departure from this final, mature form of Sun 
Yat-senism. The attempt to attain national salvation by pleasing 
foreign capital was futile. It did not achieve its end but courted 
Japanese aggression. Wang Ching-wei, the most consistent protag- 
onist in the Kuomintang of leaning on foreign capital as a method of 
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P. acific Affairs 
keeping down the “excesses” of the agrarian revolution and as , 
guarantee of Chinese semi-independence, ended up as a Japanese 
puppet. The Japanese themselves appreciated better than Wang 
Ching-wei what was actually going on. The memorandum quoted 
above shows that they were keenly aware of the content and char. 
acter of the struggle between Kuomintang and Communists tp 
determine the agrarian future of China, and watched its outcome. 
They launched their aggression when it became clear that the 
Kuomintang could not become an instrument of Japanese tutelage 
or, in their vernacular, could not “cope with the red menace.” 

It was during the abortive period of attempted “tutelage,” between 
1927 and the beginning of the United Front in 1937, that the problem 
of the China market and of its development by foreign capital was 
threshed out, all of its conditions posed, its contending forces weighed, 
its possibilities tested. Any analysis that tries to solve the problem 
by overlooking this process, and any theoretical solution of the prob- 
lem that is not based on the analysis of it, is bound to be barren, 


3. The United States and China: Two Extremes of Market 
Development 


r THE Classic examples of capitalism, in Western Europe and the 
United States, the creation of the market by merchant capital and 
its development by industrial capital occurred in two. successive 
large-scale economic and social transformations. In the first stage only 
enough capital had been accumulated to subordinate the products of 
handicrafts and home industries to the control of merchants. In the 
second stage, capital had become vigorous enough to take over the 
whole process of production. The transition was not primarily a tech- 
nological performance (as the label “industrial revolution” suggests), 
but required also a new structure of capital and a new grouping of 
society. 

The main source of the growth of capital at the first stage was the 
merchant's profit on his transactions with the small semi-independent 
producers. This primitive precapitalistic method of accumulation has 
a great survival vitality, and may be either a progressive or a retard- 
ing influence, according to circumstances. Even after it has ceased to 
be the predominant method of accumulating capital, it often sur- 
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The United States, China, and the World Market 

vives after the transition to the second stage. It is a concomitant of 
the feudal survivals which are never completely eliminated even in 
the most highly developed countries. It is the degree of survival that 
is important. If the particular circumstances permit the preponder- 
ance of merchant and usury capital to survive as the prevalent 
method of accumulating capital, then the jump from the first to the 
second stage in the evolution of capital cannot be made; the economy, 
disintegrated but not yet lifted to a higher level, sticks at the stage of 
transition. This is as much as to say that the market has been created 
toa certain extent, but is not yet being developed. 

This has been the case with China, where, as Wu expresses it, 
“The operation of the present system of usury-merchant-land-lord- 
ism must lead to disintegration of rural China. . . . Usury-merchant- 
landlordism in China is destroying instead of creating markets.”® 

In the evolution of the world market the United States represents 
the highest stage of development and China the lowest. Japan, where 
the transition from the first to the second stage of the evolution of the 
market has been accomplished, but in a peculiar way and not to 
the required extent, stands historically between the American and 
the Chinese extremes. In comparing the development of the market 
in these three countries, it is necessary to take into account firstly the 
development of the internal market, and secondly the internal market 
as a stepping stone to the world market. 

The visible signs of a developed internal market are: (i) a rail- 
road network stretching over the whole national area; (ii) a customs 
union and the introduction of a national tariff; (iii) a unified and 
centralized currency. All three of these have been in existence in the 
United States since the sixties, and all three are still lacking in China. 

It is significant that Japanese aggression in its drive to destroy the 
incipient internal market in China struck crippling blows at precisely 
these three things, by occupying the railroads,’ seizing the customs, 


Leonard T. K. Wu, op. cit., p. 68. 

T“At the end of 1938, fully two-thirds, or 6,500 kilometers, of the railway mileage 
of China proper, was in territory occupied by Japanese military forces, whereas less 
than half of that amount, or about 3,200 kilometers, remained under Chinese control.” 
Economic Review of Foreign Countries, 1939. U. S. Department of Commerce, p. 212. 
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Pacific Affairs 
and undermining Chinese currency through smuggling and through 
compulsory circulation of the yen.* 

Taking the different countries historically, it may first be noted 
that in the United States the moving frontier of westward migration 
signified the development of the internal market. Railroad building 
was important in effecting both the westward expansion of the 
market from the trading and manufacturing centers of the Atlantic 
coast and the transition from merchant enterprise to full industrial. 
ism. Until this time, manufacturing had been an appendage of trad- 
ing and shipping. It is important to make it clear, however, that 
though the railroads were instrumental in developing the market, 
they were not the cause which created it. The appearance of a new 
kind of market was not simply a technological miracle resulting from 
“the spanning of the continent.” Both the market and the railroads 
were created by capital, and as far as the order of priority is con- 
cerned, the railroads followed in the wake of the expanding market. 
Having followed the market, however, they also created new capital 
and thus contributed to the additional expansion of the market. This 
they were able to do because the original great land grants to the rail- 
road builders were in effect a levy in advance which converted part 
of the purchasing power of the farmers into capital, since the very 
large tracts of land turned over to the railroads drove up prices for all 
comers. Capital was thus created by a form of expropriation which 
had a distinctly political tone. 

There followed a second process of expropriation, or preemption, 
more economic in tone, which transferred part of the purchasing 
power of the farmer to railroad capital, through the operation of 
freight rates. This in turn led to disparity between agricultural and 

8 “Already, China is staggering along under five different currency issues, all of 
differing values. First, there is the national currency which looks to Chungking for 
the maintenance of exchange values; second, there is the [Japanese-controlled] 
Federal Reserve Bank of North China, the attempts of which at currency stabilization 
have been a lamentable failure; third, there is the Japanese yen, circulating in the 
coastal regions, which is an unknown quantity; fourth, there are the Japanese military 
notes, an entirely unsecured issue totalling unknown millions, and fifth, there is the 


Hua-Hsing currency, issued at Shanghai by the Bank founded by the defunct Nanking 
reformed government [Japanese-controlled]. 

“If the Wang Ching-wei regime should ill-advisedly issue a sixth, it is contended 
that the confusion would be terrific and that probably all the interrelated issues would 
crash.” Despatch from Hallett Abend, in New York Times, April 9,:1940. 
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The United States, China, and the World Market 
industrial freight rates, and to such phenomena as the freight differ- 
ential of the Southern states. In the economic history of capital, this 


A Pairs 
rough 


Noted meant that the railroads led the way in the first large-scale merging 
station of industrial and banking capital. In social history, this was accom- 
lilding panied by migration on a national scale from the farm to the city. 
of the To say that this widened the social gap and spread the social differ- 
tlantic ential between agriculture and industry is another way of describing 
istrial. the development of the market. 
f trad. China represents the other extreme of market development and 
> that railroad building. The spanning of the American continent was a 

arket, saga of unbridled competition in creating and developing a vast in- 
| new ternal market. The complete failure to span the Chinese continent, 

from on the other hand, was the result of stultifying competition between 

roads the foreign powers for shares in the undeveloped Chinese market.® 

con- The internal market in China was paralyzed, its economy caught in 
rket, the framework of transition between the trading centers of the east- 

ipital ern seacoast, dominated by the foreigners, and the huge pre-capitalis- 

This tic hinterland of the west. China’s mass-migration to the west has not 

Tail- followed in the wake of the railroads but has been an exodus to “ 
part escape the Japanese. _ 
very Is railroad building, in the circumstances, the panacea? To sug- ’ 
° all gest it is to put the cart before the horse, the building of railroads 

hich before the conditions requisite to it. Sixty million refugees have to pox 
be rehabilitated, and the problem that led up to this catastrophe has : 
= to be solved, before the problem of the railroads can be dealt with. " 
—~ Under the conditions which now exist it is actually the Japanese ‘> 
: military machine that is blazing the trail of the China market. It is “ 
x therefore necessary to see what Japanese aggression means in eco- 

led] Reduced to its economic content, Japanese aggression is a primi- 

— tive attempt to accumulate capital by land-grabbing and mass expro- 

ay priation, under military sanctions. The resort to military methods 

the was possible partly because the organization of the state power in 

aed Japan provided for military power, and partly because in China itself 

Zs ®China and the United States have about the same area in square miles, but the 


railroad mileage of China proper is about 9,000 miles, against 238,000 miles in the 
United States. Statesman’s Year Book, London 1940. 
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the crude war-lord method of “raising capital” (thus retarding the 
development of the internal market) had been preserved for an un. 
duly long period by the intricate interlocking of feudalistic vested 
interests in the interior and imperialistic vested interests on the fringe 
of China. The way had thus been opened for Japan, because already, 
for a long time, outside imperialistic influences had operated as Chi. 
nese inside influences by reinforcing the native feudalistic elements, 
which in the specialized form of warlords took on an imperialistic 
tinge by becoming puppets of the great powers. 

This peculiar “peaceful” set-up of a combined feudal-imperialistic 
stranglehold on the Chinese internal market laid China open to 
military aggression by Japan, the very power which combines the 
characteristics of both feudalism and imperialism in the most con- 
centrated form. It is accordingly not surprising that the Japanese- 
sponsored puppet regimes draw whatever strength they have from 
Japanese imperialism and the feudal landlord-merchant-usurer sur. 
vivals in China. They represent an alliance of these two forces. Since 
their failure is a fair index of Chinese national unification achieved 
in the process of struggle against imperialist aggression, their aboli- 
tion will mean riddance from both feudalistic and imperialistic 
vested interests. 

The disappearance of feudalism is clearly an indispensable pre- 
requisite for the development of the Chinese internal market. This 
factor is bound to have a decisive influence on the forms the eco- 
nomic development of China is going to assume after the ending of 
the war. It might proceed under forms different from those we are 
familiar with under the name “internal market.” One of these forms 
may be discernible already under war conditions in the shape of the 
industrial cooperatives of Ssuch‘uan. A deviation in economic devel- 
opment away from the customary market form is, in turn, bound to 
have a decisive influence on the form taken by Western capital help 
and investment. The least one can say is that capital export to China 
is not likely to retain the form of a financial venture, necessitating 
by its very nature, a risk premium. 

Not to recognize that Japan’s attempt to conquer China is also an 
attempt to link up with an anachronistic internal system from which 
China is struggling to free itself means to lose orientation and to 
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The United States, China, and the World Market 

forsake objectivity of analysis. It means under-estimating the char- 
acter of the war and accepting the Japanese contention that it is a 
mere “incident,” and at the same time, over-estimating the possi- 
bilities of a Japanese imperialism which pretends that it is establish- 
ing a “New Order” where in actual reality there is nothing but the 
unbridled reign of feudal imperialism and a relapse into pre-capitalis- 
tic methods of colonial rule. 

If the Japanese attempt at conquest goes no further than its present 
methods of plunder and expropriation, the great future market in 
China, in the modern capitalistic sense, can be neither created nor 
developed. This is indeed the insuperable difficulty that now con- 
fronts Japanese imperialism in China, after its military successes. 
The various “Development Companies” remain in the stage of wist- 


ful projects. 

The point can be made plain by a simple comparison. It is as if 
the railroad entrepreneurs in America, after having accepted the 
land grants and pocketed the money for the railroad shares they had 
sold, had expressed heart-felt appreciation to the Government and 
to the public in general and retired with the curt statement that 
conditions for building the railroads were not favorable. Nothing of 
the sort happened, however, because conditions were favorable: a 
steadily swelling stream of capital, combined with a steady migra- 
tion from the farms to industry, created the market which capital 
needed. 

These are the very conditions that are lacking in China, and in 
Japan too. The flood of landless peasants from the villages is there 
all right, but there is no steady flow of capital accumulation, no carry- 
ing strength of an internal market, with which it can combine. The 
primitive method of accumulating capital by military aggression is 
' not in itself enough of a lever to create and develop the market. On 
the contrary, it is a steamroller destroying whatever is left of the 
internal market. Japan cannot make good economically in China. 

It is a reliable index of the degree of structural decay in Japanese 
economy that what is required most urgently for its maintenance is 
no longer additional markets, but new capital. It cannot recover 
through increased commodity exports, but must have capital imports 
for re-export. After the annexation of Manchuria the then Minister 
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of Finance warned the Japanese Diet that capital export to Man. 
churia would acutely endanger the yen. Japanese imperialism 
launched its wholesale aggression against China when it found itse| 
cornered by the limitations of its own internal market; when th. 
export drive had suffered a set-back after making the yen more 
rickety than before; when the urgency of capital exports had been 
superimposed on the necessity of increased commodity exports. 

A military campaign supported by huge armaments is, of cours. 
a form of capital export, however freakish. It means that the capital 
of the country is drained, concentrated and switched for the purpose 
of forcibly expanding the external market. But it has to be followed 
up by “peaceful” or “genuine” capital exports in order to make the 
original outlay effective. It is here that the Japanese failed. Japan's 
rulers obviously reckoned on the help, whether grudging or friendly, 
of the great capital exporting countries of the West, eager to develop 
China as a market. In 1936, the Japanese promoter Aikawa was 
publicizing schemes of this kind; but help was not forthcoming, 
mainly because of effective Chinese military resistance, beginning 
in 1937, and the American reluctance to cooperate in the “New 
Order in East Asia.” All that Japan’s rulers could do in the circum. 
stances was to complain about regrettable Western misunderstand. 
ings and misinterpretation of their intentions, and to fall back ona 
crude feudalistic monopolization of China’s economic resources in 
the occupied areas. Ironically, this way of ruining the internal mar- 
ket is entrusted to what are known as “Development Companies.” 


new now to the question of the way in which the transition is 
made, in economic history, from the mercantile age to that of 
industrialism, the point must be made that a tariff-protected internal 
market constitutes the economic foundation underlying the political 
process of national unification and the emergence of the modern 
national state. National industrial monopolization of the internal 
market is effected by the tearing down of internal tariff barriers and 
the erection of an outer tariff wall. The McKinley tariff is a classic 
case of protectionism designed to monopolize the internal market. 
The fact that in the same period Free Trade held sway in England 
was due to the unique historical circumstance that British capital 
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The United States, China, and the World Market 
virtually monopolized the world market. British Free Trade was 
doomed when Britain lost this dominance after the first World War. 
Against this background of the normal course of market develop- 
ment, China’s tariff experience stands out in sharp contrast. The 
Chinese tariff, far from being a means of protecting the internal 
market for Chinese capital, was from the outset a means by which 
the undeveloped Chinese market was laid under tribute to foreign 
capital, to which Chinese tariff revenues were from the beginning 


mortgaged. 
After the conditions for industrialization and the full development 


of the internal market were established in the United States, the 
advocates of free silver, who were the spokesmen of the farming in- 
terests, were defeated by the irresistible sweep of capital. Resistance 
toa unified currency was broken down by the forces promoting an 
unhampered development of the internal market. In China, on the 
other hand, the fact that the national economy “stuck” at the stage 
of transition is reflected in the Chinese currency problem. The reten- 
tion of silver as the metallic base of currency means that China did 
not complete the full transition from commodity economy to money 
economy. Silver is money, but not exactly and not definitively; for a 
certain high level of economic maturity must be attained before 
precious metal can be genuinely invested with the money function. 
| This can be seen from the way in which a flight into silver, and a 
' flight of silver away from the interior and away from the country 
altogether, is a normal occurrence whenever an economic adversity 
befalls China. At a higher level of economic development, such 
fights could be counteracted by capital movement. Silver has been 
looked upon, however, more as a valuable commodity than a means 
of exchange. That is why it is always on the jump for hoarding in- 
stead of for accumulation. 

Silver, in this behavior, reflects the predominance of mercantile, 
pre-industrial exchange within China and in China’s dealings with 
the more highly developed outside world. Through the manipulation 
of silver China has been made the prey of speculation and economic 
exploitation. At the same time, silver can serve this function only 
because of the “sticking” of China’s economy at the stage of transi- 
tion. The “silver question” is accordingly a symptom rather than an 
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Pacific Affairs 
underlying cause: in case of economic or political adversity the in. 
terior is drained of silver, which flees to Shanghai and from there 
abroad. Thus the very presence of trading outposts of the advanced 
countries accentuates the prevailing economic stagnation and retro. 
gression. Sir Arthur Salter states the facts: 


China indeed, needing capital development more than almost any 
country, is not being capitalized but “decapitalized” . . . . 

The result is not only a starving of new development but also, since the 
capital is in the form of silver, the country’s currency, a secondary form 
of currency deflation, forcing prices down further. . . . 

The actual mechanism of trade is, indeed, in many cases breaking 
down,” 


What Sir Arthur does not see is that capital in the form of silver js, 
in China, a symbol of the fact that capital has been kept down at 
the low historical level of merchant and usury capital. What has kept 
it at this level has been the fact that it has been easier for foreign 
capital to draw tribute from the internal market of China than to 
make it part of the world market. That is the point. 

With the precipitous fall in the price of silver after the onset of the 
world crisis China’s economy was hit particularly hard. The devalus- 
tion of the chief gold currencies increased the price of silver in terms 
of gold, and thus increased the economic tribute sent abroad by 
China. The silver buying program of the United States Treasury 
intensified the drain of silver out of China. Eventually, in Novem- 
ber 1935, China was forced off silver and left with a “managed cur- 
rency.” Managed by what forces, and to what ends? Chinese cur- 
rency has always been managed, both in the sense of having a shaky 
national standing and in the sense of being at the mercy of the eco- 
nomic backwardness of China in its intercourse with the advanced 
countries. Silver stood for the export of economic tribute, made more 
onerous by the lack of capital imports. 

At this point it is useful to apply the comparison with America to 
the history of Japanese market development, in which three periods 
can be conveniently distinguished. The unification and monopoliza- 
tion of the internal market occurred simultaneously in the two 
countries, with the Meiji Restoration in Japan and the Civil War in 


10 Salter, op. cit., pp. 7, 8, 11. 
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The United States, China, and the World Market 
the United States. However, for a number of reasons, feudal sur- 
vivals were destroyed more thoroughly during and after the up- 
heaval in the United States than they were in Japan. This resulted 
in the significant difference that the development of the internal 
market in Japan, instead of proceeding by a relatively smooth evolu- 
tion, was prompted spasmodically by subsequent wars abroad. 

In America the internal market had great scope in which to open 
out peacefully. This even had a mitigating effect on the character of 
the war against Spain in 1898: 

If the State Department and the Navy could have found adequate sup- 
port in Congress, the American flag would have been hoisted in Eastern 
waters long before the Philippines were wrested from Spain in 1898. 

But it took some time for the country at large to see the spheres of 
usefulness early discovered by the men in high posts of observation. In- 
deed the tariff policy introduced by Seward’s party colleagues helped to 
relax temporarily the early economic interest in Pacific imperialism. Well 
protected by high duties in competing goods, American manufacturers 
commanded for many years after 1861 an immense and growing market 
E at home and, until that was saturated, felt no overpowering need for more 
foreign trading facilities.1! 


It is interesting to compare this “mild” American colonial war 
with the almost contemporary Japanese war against China in 
"1894-95. The Japanese war, instead of being “toned down” by the 
' desire to tend to opportunities at home, was already stimulated by 
| the limitations of the internal market. Lack of opportunity at home 
encouraged adventure abroad. 

By 1914 the situation had changed so fundamentally that America 
began to follow the pattern sketched earlier by Japanese develop- 
ment. America’s entry into the war was urged on by the limitations 
of the internal market. War activity, economic and military, pro- 
moted a far-reaching and sudden increase in America’s agricultural 
and industrial production apparatus, and brought about a temporary 
expansion of the market to absorb the increased producing capacity. 
It was the most important turning point in modern history. The 
country with the strongest capital equipment entered a claim to an 


“Charles A. Beard, The Rise of American Civilization, New York, 1929, Vol. II, 
491. 
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Pacific Affair; 
adequate share in the world market. All the appalling difficult 
and vicissitudes of American economy, gravely accentuated after 
the outbreak of the Great Crisis in 1929, however, serve to drive home 
the signal lesson that for this greatest and best developed industria 
country development of the world market by no means follows auto. 
matically on the acquisition of a “fair share” in the market. The 
claim can be asserted by economic and political pressure, but actual 
development responds only to an increase in capital exports. 

At present we are living under conditions of war, on a world 
scale, for a further redivision of the world market. We should be 
warned, however, that the prospect of redivision does not of itseli 
warrant the expectation of a development of the Chinese market, or 
any undeveloped sector of the world market, “after peace is con. 
cluded.” It is essential to remember that the non-development of the 
Chinese market was one of the chief underlying factors in unleash. 
ing the second world war which has followed on Japan’s aggression 
in 1931. It is an illusion to think that China will arise, out of this 
holocaust, a “huge market.” 

It would be far more reasonable to assume, by projecting into the 
future trends that already exist, that life will reassert itself in forms 
of human intercourse modified by sloughing off some of what have 
hitherto been essential characteristics of the market, the operation of 
capital, and their concomitant forms of social and international 
relations. 

The incipient industrial cooperatives of China are one of these 
prophetic trends. They certainly represent a step in the direction of 
overcoming the market form of economic relations, for what we 
mean by “the market” is not simply the exchange of goods, but the 
exchange of goods under strictly defined historical conditions: hith- 
erto, between private producers. 

A corresponding transformation is bound to affect capital. The 
sums collected abroad to aid the cooperative movement in China 
cannot be called capital in the strict connotation of the term. They 
are being advanced without expectation of the return of either prin- 
cipal or interest. Cooperative production is not being harnessed to 
the servicing of these “capital outlays.” On the contrary, it is capital 
which is being harnessed to facilitate cooperative production. 
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| The United States, China, and the World Market 


These are the sproutings of a new economic life which will flourish 


after the Japanese military machine has stamped out the remaining 


vestiges of what used to be the internal market. These new manifes- 
tations cannot be easily uprooted by Japanese aggression, because 
they depend primarily on the initiative of the people, evoked by ag- 
gression, and are taking root because they resist aggression success- 
fully. Do they, however, increase China’s “capacity to receive”? On 
the answer to this question hinges the economic future of China, 
and of the United States as well. The answer itself, of course, hinges 
on the outcome of the struggle in China. 

Assuming the victory of the Chinese people, it can be tentatively 
suggested that cooperative production will spread over the whole 
field of light industry, on a national scale, and will cease to be a 
merely local or regional matter. This in itself, however, presupposes 
and necessitates the building of heavy industry, together with means 
of transport and communication, which will require huge capital 
outlays that can be procured only from abroad. 

Assuming, further, that the required capital can be procured from 
the United States, what role will it play in China’s economic devel- 


» opment? By its very magnitude, its source of origin, and the fields 
' in which it would be invested, it would be bound to play an eco- 
nomically superior, but not necessarily a dominating role. That is, its 


economic superiority would not be reinforced politically, and could 
not be used as a political instrument of pressure. The control and 


| supervision of a sovereign Chinese Government would assure that, 
' and at the same time assure the complete safety of the capital. 


In short, this would still be capital export, but of a new, historically 
higher type, lacking some of the old political features of “normal” 
capital export. It could not serve to control the Government, for the 
Government would have the task of controlling this kind of capital 
import. Capital import would be modified by the modified nature 
of the internal market. Foreign capital would acquire no claim to 
property title. China’s national wealth, developed and undeveloped, 
would henceforth be inalienable. Economic intercourse between 


backward China and highly developed America would be based on 


the cardinal principle of unchallenged independence and national 
sovereignty. Yet in the process of development foreign capital would 
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P. acific Affair; 
reap the lucrative remuneration rightly due to its economic superior. 
ity. These profits would represent a tribute paid by China, but , 
tribute due solely to China’s economic backwardness. It would thy; 
tend to diminish in the course of China’s economic development 
and would not be reinforced by political means. This kind of tribute 
shorn of political features, could not be perpetuated, but it would 
enable China to reach the point, in some calculable future, where 
foreign capital could receive a final indemnity for services rendered, 
paid out of a steadily mounting export surplus from China. 

The final question is whether such a relationship would increas 
China’s “capacity to receive.” The lesson of history from the first to 
the second World War is that it is the only possible way in which to 
increase China’s capacity to receive. American capital is caught in 
the Far East between war and revolution. The puny detachments 
of 20 and 25 million dollars thus far lent to China are patrols in an 
economic no-man’s land. They do not represent capital export but 
short-term self-liquidating commodity credit. This is less than 
palliative. Moreover, this insistence on self-liquidating capital trans. 
actions is ominous. If it practices such extremes of caution, American 
capital risks becoming self-liquidating in the true sense. 

What inducements would the relationship outlined above hold 
out to foreign capital? Would the inducements be outweighed by 
the infringements on the “rights and freedom” of capital? The ac- 
tual choice is not between freedom and control, but between control 
by Japan’s imperialist “New Order” or by the sovereign Chinese 
nation. To put it in another way: Japan can only get control over 
foreign capital by reducing China to a colonial status. 

All the rights, privileges, and freedom of foreign capital have not 
developed the Chinese market to such an extent that had new capital 
been attracted, China’s capacity to receive would have been enhanced 
by it. Quite the contrary. Special rights and privileges have served as 
an effective barrier to further capital investments. The social and eco- 
nomic status of colonial China set definite limits to capital 
imports. Remer ci. ..:tes these capital imports under two main sub- 
divisions: “Business Investments,” and “Foreign Obligations of the 
Government.””” The peculiar character of both of these investment 


12C, F. Remer, Foreign Investments in China, New York, 1933. 
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The United States, China, and the World Market 

forms was determined by the economic weakness of the internal 
market and the political weakness of the Government. They had in 
common the feature of being mainly unproductive and highly politi- 
cal, serving the privileged position, property claims, and property 
titles of foreign capital. 

The privilege to be gained by foreign capital was the chief purpose 
of investment and the chief criterion in the choice between invest- 
ment in business or in Government obligations. The money was 
invested, in both cases, in gaining a foothold. That is the main reason 
why foreign loans petered out after the intensification of the revolu- 
tion and after the Japanese onslaught. The various foreign footholds 
thus established were converted into bases of Japanese aggression; 
in launching its wholesale aggression against China, the Japanese 


army seized upon them immediately as military footholds and pawns 


of blackmail. This outcome was predictable long before the actual 
event, from the rate at which, and the methods by which, the Japa- 
nese foothold was augmented, as the following tables show: 


Business INVESTMENTS IN Cu1NA BY CouNTRIES, SHOWING PercENTAGE DistrriBuTION!® 


1902 1914 1931 

Mill. % of Mill. % of Mill. % of 

U.S.$ Total U.S.$ Total U.S.$ Total 

Great Britain....... 150.0 29.8 400.0 36.9 963.4 38.9 

Japan. 1.0 0.2 210.0 19.4 912.8 36.9 
220.1 43.7 236.5 21.8 273.2 13.2 
17-5 3-5 42.0 3-9 6.3 
29.6 5-9 60.0 5-5 95-0 3.8 
85.0 16.9 136.0 12.5 75-0 3.0 
503.2 100.0 1,084.5 100.0 2,474.5 100.0 


Hotpincs or GOVERNMENT OBLIGATIONS BY CouNTRIES, SHOWING 
PercentaGE 


1902 1914 1931 

Millions %of Millions % of Millions % of 
U.S. $ Total U.S. $ Total U.S. $ Total 
Great Britain....... 110.3 39.4 207.5 41.8 211.6 36.1 
0.0 0.0 9.6 1.9 224.1 38.2 
26.4 9.4 32.8 6.6 0.0 0.0 
United States....... 0.8 41.7 
61.5 22.0 II1.4 22.5 97-4 16.6 
Ce, 79:3 28.4 127.6 25.7 12.0 2.0 
279.7 100.0 496.2 100.0 586.8 100.0 

18 Remer, op. cit., Pp. 99. 

4 Op. cit., p. 138. 
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Pacific Affair, 
The chief methods by which the Japanese foothold was augmented 
were through British lending to Japan, as in the building of the 
South Manchuria Railway, or through British lending to China tp 
pay the war indemnities to Japan. The Chinese Government has been 
an indemnity-paying rather than a capital-importing institution. 

Add to this the major diplomatic intrigues at the end of the firs 
World War: the Anglo-Japanese treaty of 1917, the Lansing-Ishii 
agreement of 1919, and finally the way in which the assembled peace. 
makers in Versailles cold-shouldered Sun Yat-sen’s plea for capital 
help. These data complete the picture showing why and how Japan 
gained its oversized foothold; how it used this, and the footholds of 
its “friendly rivals,” for an attack on the whole of China; and why 
the Chinese people were eventually constrained to make a stand, j 

In the economic and social set-up of an independent China the 
character and structure of capital imports would be radically changed, 
China’s capacity to receive would not be hamstrung by the shakiness 
of the internal market and of the Government. The distinction be. 
tween economic and political investment, very vague in a seni- 
colonial China, would disappear insofar as the political objective of 
capital export would be eliminated. The distinction between bus 
ness investments and Government obligations would fade out corte- 
spondingly, because investment in Government obligations would be 
economic in nature. 

By this radical change, moreover, the safety of capital would be 
assured. About the political guarantees an independent China could 
give for the safety of capital there can be no difference of opinion. 
However, the change in the nature of economic guarantees needs 
elucidation. The economic bases of sovereignty, like the customs 
revenue, would no longer be mortgaged for the servicing of foreign 
capital. At the same time cooperative production in light industry, 
greatly enhanced by the installation of heavy industry through capi- 
tal import, would release increasing amounts of Government reve- 
nue, out of which foreign capital investments could be serviced. The 
increased productivity of the Chinese people would not be drained 
into the channels of private accumulation, but a great and increasing 


15 Op. cit., p. 162. 
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The United States, China, and the World Market 
leeway would be left for taxation, out of which the econemic tribute 


| to foreign capital could be paid. Simultaneously, the burden of taxa- 


tion could to a certain extent be shifted away from agricultural 


production. 


These are the dim outlines of the economic set-up for a free China 
and its intercourse with the better developed outer world. One could 
call it state capitalism, supplemented by economic concessions to 
foreign capital; but the label does not matter. What matters is the 
necessity, for China, of a greatly accelerated economic development 
after the war is over and this can take place only in an economic and 


: political setting of national freedom. The economic prerequisite and 


counterpart of complete national unification is the nationalization 
of China’s natural resources. Only if they are nationalized can the 
state organs of the sovereign Chinese people employ foreign capital 
for the utilization and development of these natural resources on 
the large scale required. Only in this way can the Chinese people 
maintain their sovereignty and turn it to good account economically. 
This represents a deviation from the norm of development in 
Western European or American capitalism; it is rendered imperative 
by the very circumstance that China has to make up for its back- 
wardness as compared with Western Europe or America, and must 
do so, in order to succeed, not gradually but by leaps and bounds. 
The alternative is relapse into a colonial status. When the national 
unity of America was jeopardized by the threatening spread of the 
slave-holding system, Lincoln made it a strong point that “this coun- 
try with its institutions belongs to the people who inhabit it.” Chi- 
nese national sovereignty cannot be underpropped or asserted in 
any other way. The required rate of Chinese economic development 
is not possible without full sovereignty. If China emerges victorious, 
sovereign control over capital imports is prescribed by the sheer 
necessity to maintain its hard-won national independence. As far as 
American interests are concerned, it seems fairly certain that the 


principle of the Open Door can be put into practice in no other way. 
4. Capital Export and Economic Tribute 


yee: are two kinds of economic tribute. In the primitive one, 
the money capital of merchants and usurers levies a tribute from 
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Pacific Affairs 
pre-capitalistic production. Here the non-capitalistic producer, ¢o. 
erced by the need of money, gives something for nothing in ever, 
transaction with capital. The later economic tribute is that paid by 
the smaller and more weakly organized units of capital to the larger 
and more highly developed units. This latter form operates within 
the framework of capitalism, while the former is characteristic of 
exchange between capitalist and pre-capitalist economic formations, 

The primitive form of economic tribute has the virtue of enabling 
capital to take control of a pre-capitalistic economy and lift it to the 
level of capitalism. On the other hand, in order to accomplish this, 
capital itself has to hurdle this primitive level by developing from 
merchant enterprise and usury to the level of industrial capital. 

Whenever, for some reason or other, this historic jump cannot be 
taken by capital, we have a situation in which the prerequisites of 
the market have been created, by disintegrating the old economy 
and making it too narrow for the subsistence of the population, but 
in which the market itself cannot be developed. Self-sufficiency be- 
comes anachronistic. It no longer means what it says, because it js 
no longer adequate for subsistence, but is merely self-sufficient in the 
sense of not being integrated with the market. 

This makes for social tension and eventually for an attempt on the 
part of the people to help themselves in the absence of capital help. 
This has clearly been the case in China, where it has provided the 
economic compulsion toward anti-feudal revolution. To make the 
point more striking we may take the opposite extreme of market 
development in the United States. Here the two forms of economic 
tribute can still be observed, in the economic intercourse between 
industry and agriculture. In all exchanges between the pre-capitalistic 
agricultural producer of the South and all forms of capital, including 
merchants, industry, and the banks, capital gets something for noth- 
ing. At the present time this sector of exchange transactions is 
tending to widen, instead of narrowing down, which means that 
the market generally is shrinking instead of being developed. It is 
in this sense that President Roosevelt’s remark that “the South is the 
number one economic problem of the nation” holds true. 

In contrast with the economic tribute paid by the South, the 
farmer who himself has capital pays economic tribute of the normal 
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The United States, China, and the World Market 
type, because of the difference in volume and technological level 
between agricultural and industrial capital. This inequivalence tends 
to diminish as agricultural capital grows and becomes modernized. 
It disappears altogether when agricultural capital is fused with indus- 
trial and banking capital, as in certain Californian farming enter- 
prises which require considerable capital investment, combined with 
high technological development. This kind of “industrialized agri- 
culture,” however, thrusts growing numbers of marginal farmers 
back to the pre-capitalistic level, thus widening the gap between the 
highest level attained by agricultural capital, and all other agri- 


culture.’® 
The difference (and it is all the difference in the world) is that in 


the case of the United States the tension sets in at a very high level 
of capitalist development, whereas in the case of China it occurs at 
a very low level, at the very beginning of industrialization. The 
interconnection between these two extremes of market development 
is that in the United States the market stoppage and the super- 
abundance of capital associated with it coincides with the cessation 
' of capital export, whereas in China it is due to lack of capital import. 
| When this happens, capital export loses its ability to weld economi- 
cally advanced and backward areas into a structure of market rela- 
tions, and the world market fails to develop. 

The anti-imperialist character of the Chinese revolution shows that 
capital is resisted if it simply aims at domination and does not at the 
same time carry forward market development and industrialization. 
The subordination of an economy is a preliminary step; its success 
depends on whether it leads up to the next stage, which is the incor- 
poration of the economy in the domain of capital. Military subjec- 
tion might or might not prepare the ground for these two successive 
stages of a successful colonizing. That depends by and large on the 
level of capitalist development on a world scale. In the present period 
of world capitalism military subjection serves not as a preliminary 
but as a substitute for the economic process; as such it means that 
these two economic objectives are incapable of attainment. (Italian 
imperialism in Ethiopia, Japanese imperialism in China.) China’s 


18 See Disadvantaged Classes in American Agriculture, U. S. Dept. of Agriculture, 
Washington, D. C. 
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Pacific Affair; 
resistance is focused against Japanese aggression because Japan, no 
possessing the power of peaceful penetration, market developmen, 
and industrialization by capital export, has launched into a clear<y; 
attempt to subordinate and dominate China’s economy. The jp. 
sistence of Japanese spokesmen that their intentions are misinter. 
preted by the West, and that all they want is to insure the safety of 
Western capital in China (under Japanese domination) seems, there 
fore, very logical. What they do not take into consideration is only 
that their own aggression is essentially a militarization of the pre. 
ceding Western capital export to China, which also aimed merely 
at the domination of Chinese economy and not at its development 
The Japanese method is to use arms instead of dollars. The fact that 
the difference is in methods rather than in aims accounts for the way 
in which Western capital hesitates to aid Chinese resistance. _ 

Capital export combines “primitive” and “normal” economic 
tribute. If it is the primitive phase that predominates, capital export 
does not lift the economically backward areas from their pre-capital: 
istic level, but leaves them stuck at the stage of transition. If, on the 
other hand, the “normal” phase predominates, then capital export 
to a certain extent works against itself. For by promoting the indus 
trialization of backward areas, capital export reduces the gap be. 
tween their capital equipment and that of the advanced countries 
As the productivity of backward labor grows by means of capital 
import, there is a decrease in the economic tribute it has to pay in 
the process of exchange with the highly developed countries. More- 
over, with an increasing capital supply from abroad the rate of in- 
terest falls, and economic dependence thus tends to diminish, unless 
counteracted by simultaneously increasing political pressure. Since 
there is almost always an attempt to enforce continued political de- 
pendence, it is a fallacy to look upon capital export as an economic 
category pure and simple, a vehicle of mere economic exchange 
between countries at different stages of economic development. 

The process as a whole can be termed the law of diminishing re- 
turns of capital export. That is precisely why “normal” capital 
export never runs its full course, and why the industrialization of 
backward areas by means of capital import stops short at a certain 
point. History does not conform to the pattern of academic eco- 
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fic Affair, The United States, China, and the World Market 
Japan, not MP nomics, which assumes an automatic flow of capital to the backward 
lopment, MP areas of the world. In terms of history the flow of capital, far from 
a clear-cy being automatic, ceased almost altogether after a point which can be 
- The in.  fxed at about the outbreak of the Great Crisis in 1929. 
Misinter. A theoretical conclusion is here suggested: the flow of capital does 
* Safety of HM not obey physical laws in the sense that capital automatically flows 
ms, there. fH down from the higher to the lower plateau, from economically 
N. is only & highly developed to economically backward countries. The flow con- 
the pre  tinues, by and large, only as long as the graph of world capitalism 
d merely J moves upward, with expanding markets and growing capital accu- 
‘lopment, J mulation mutually reinforcing each other. When these conditions 
fact that HP no longer prevail the line is broken and the classic law of the flow of 
“the way JF capital no longer holds. 
ce, From 1929 on India and China, traditionally gold and silver im- 
‘conomic J porting countries, released their gold and silver in increasing amounts 
al export J to the advanced creditor countries of the West. The balances of pay- 


" ment were radically changed into the very opposite of their habitual 


°-Capital- 

f, on the { structure. No “norm” obtained any longer, in the sense of an aca- 

| export JF demic scheme of the “normal” course of economic events. The ~ 
e indus. JF reversal of the normal trend of capital flow is both a symptom and : 
gap be. an aggravating factor of the economic decay in the advanced coun- : 
untries, JF tries which Sir Robert Kindersley was the first to formulate, with 

“capital J reference to Great Britain: “From the point of view of the United * 
pay in fF Kingdom, a progressive deterioration in our position as a long-term 
- More- fF creditor may in the long run result in a substantial and permanent 

> of in» JF decline in income from abroad. This would make it difficult to deal ~ 
unles J) with the continued rise in imports without enforcing upon us a . 
. Since socially disturbing and detrimental reduction in the general stand- 

cal de- JF ard, in order to lower costs and raise the volume of visible exports.”"* 

nomic Capital export defeats itself in the long run. Balking at the pros- 

change fF pect of diminishing returns, it attempts to compensate for the stop- 

nt. page of capital export by raising the rate of economic tribute. After 

ing re- all, the motive power of capital export is not the requirements of 

capital industrialization in the backward country, but the profit require- 

ion of fF ment of capital in the advanced country. What might be a definitely 

_—— 1 “British Oversea Investments in 1935 and 1936” in Economic Journal, London, 

C eco- December 1937, p. 662. 
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too low level of industrialization, from the standpoint of the capital J Gre 
importing country, may therefore be a definitely too high level of If ecot 
industrialization from the standpoint of those who have Capital to J com 
export from an advanced country. The stagnation and deterioratioy JB rela 
of the French colonies illustrates this point. Here the initial spurt J cide 
of capital export was predominantly speculative in character, and IB of t 
the motive for further capital exports was lacking. Capital expon JB reac 
for purposes of industrialization could not possibly match the profits It 
which had already accrued from sheer speculation and land-grab- asp 
bing. Hence the long-standing economic and social grievances of JB sem 


the native population of the French colonies, the inability to raise 
the economic standard, the lag of industrialization behind other 
colonial empires.'* At the point where a certain stage of industrializa. 
tion by means of capital export threatens to upset the usual “terms 
of trade,” the trend is reversed by the cessation of capital export." 

The prerequisites for the development of a huge internal market 
in China began maturing at a time when the effects of the diminish- 
ing returns of capital export were already clearly shaping up, on a 
world scale. This is the gist of the problem. It is aggravated by the 
fact that the concessions, which are the political and legal buttresses 


of the system of economic tribute laid on China, were so firmly F 
established at the outset that they have now become an economic F fig 
Chinese Wall, effectively barring both the development of the in- per 
ternal market in China and capital export to China. 
Y 
5. Disintegration of the World Market 
yee system of economic tribute leads to an eventual reversal of 
the flow of capital, and this in turn intensifies the inequity of Wo 
exchange, and results in a disintegration of the world market. Adam Fx: 
Smith’s optimistic picture of world free trade as both the result and \ 
the vehicle of increasing international division of labor is hopelessly 
outmoded. The crashing of the world’s leading currencies in the J ,, 
18 On the scandalous and detrimental practices of French finance in the colonies, : 
see the work of the former Minister of Colonies, Albert Sarraut, La Mise en Valeur ; 
des Colonies Frangaises, Paris, 1923. Ca 
19“At the present time China’s imports of machinery (valued at $42,000,000 in I 
n 


1932) represent only 3.2 per cent of her total imports. Textile machinery alone ac- 
counts for one fifth of the whole.” G. E. Hubbard, Eastern Industrialization and Its 
Effect on the West, London, 1935, p. 231. 
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The United States, China, and the World Market 

Great Crisis, beginning in 1929, with repercussions on the world’s 
economically backward areas, marks a definite turning point in the 
competition between the capital-owning countries and the economic 
relations between them and the backward countries. Nor is it a coin- 
cidence that both the stoppage of capital export and the shrinkage 
of the world market became critical when this turning point was 
reached. 

It is important to note the order of succession in the different 
aspects of this crisis. Retarded industrialization of the colonial and 
semi-colonial countries, caused by cessation of capital export, fol- 
lowed the crisis in the highly developed countries. Colonial retarda- 
tion then backfired, choking industrial progress all over the world. 


F While lack of capital prevented industrialization in the backward 


countries, it was in the most advanced countries, with the most capi- 
tal, that the fall in the rate of new industrial production was most 


F conspicuous. What made the problem of the world market as a 


whole so acute and desperate was the way in which non-develop- 
ment of the internal market in the backward areas coincided exactly 
with deterioration of the internal market in the advanced countries. 

Professor Cassel estimates that the normal yearly rate of increase 
in world production is 3 per cent. The following League of Nations 


] figures show the change in yearly new production in the post-war 


period: 
Yearty PercentaGE Cuances or Wortp Propuction (Per Caput Ficures)*” 
Production of Manufacture of Manufacture of 
Crude Foodstuffs Consumption Producers’ Investment 
(excl. meat and milk) Goods Goods 
E World (excl. USSR) 
0.6 1.4 1.5 
1920-1929 ..... 1.4 4.1 
1929-1937 ..... —0.4 —0.4 —0.6 
North America 
1920-1937 ..... 0.1 
1920-1929 ..... —1.3 1.4 ing 
1929-1937 ..... —0.4 —1.3 —2.4 


Cassel’s “normal” rate of increase is halved in the post-war period. 
In the prosperity decade of the twenties we have the normal rate but 


°° World Production and Prices, 1937-38, p. 32. 
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it is offset by a decline of production in the following crisis decade. 
If, moreover, we take America, economically the most highly 
developed part of the capitalist world, representing one-third to one. 
half of world production, the picture of the post-war crisis becomes 
even more striking. The per caput yearly rate of increase is negli- 
gible all through: in the crisis decade it becomes abruptly a minus 
quantity. The yearly rate of increase in the manufacture of producers 
investment goods, which is the actual index of expanded production, 
is for the whole post-war period 1920-37 the same as for the manu. 
facture of consumption goods—a startling measure of continued 
economic stagnation. 

A greatly increased rate of industrialization of the backward areas 
would be required to make up for the lagging rate of increase in the 
advanced countries. This however would necessitate greatly in- 
creased amounts of capital export, which would suddenly change 
the established system of economic tribute from the backward coun- 
tries. Comparing this with the fact that the diminishing prospect of 
economic tribute is what militates against further large-scale capital 
export, we find ourselves back in our vicious circle. 

Disruption of the unified world currency system is a harbinger of 
the disintegration of the world market. The spreading depreciation 
of currencies stems from the inability of debtors to pay. This, in 
turn, makes worse their “incapacity to receive.” The currencies of 
the backward countries depreciate at a higher rate than those of the 
advanced countries, thus catastrophically widening the gap between 
the two structures, and increasing the amount of capital export that 
would be needed to bridge the gulf. 

In the second half of the nineteenth century and up to 1914 capital 
export increased the amount of economic tribute paid by the colonial 
and backward countries. Since the war, and especially since 1929, 
the stoppage of capital export has raised the rate of economic tribute, 
in an effort to offset the dwindling amount. What was formerly the 
normal method of economic intercourse with the backward areas of 
the world, through the investment of capital, thus led up to some- 
thing that is its very opposite. In the initial spurt of capital export, 
the primitive form of economic tribute predominated, because the 

exchange was between countries which had capital and countries 
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The United States, China, and the World Market 

which were pre-capitalistic. By and large, this gave way in the second 
half of the nineteenth century to capital export as a vehicle of normal 
economic tribute, based on differences in the level of capital equip- 
ment. We are now in a third phase, in which capital export is 
foundering on the rocks of diminishing returns, on account of what 
sir Arthur Salter calls a “too high degree of industrialization” in 
the backward areas. This phase includes both the last world war 
and the present one. When it was no longer profitable to develop 
backward markets by capital export, an attempt was made to tighten 
up the annexation of markets. Then the first world war broke out, 
and the development of existing markets yielded in importance to 
the acquisition of new markets. The surplus capital which had been 
employed in capital export was switched into armaments. This, how- 
ever, did not solve the fundamental problem. The reallocation of the 
world market, divided into colonies and mandates, did not lead to 
further market development. The failure shows up in the following 
table of world currency depreciation after 1929: 


Vatugs oF Currencies As PercentaGe or Parity 1929?! 
U.S.A. Mexico Philippines China Britain India Malaya 


eee: 100.0 96.5 99.2 II0.I 100.0 99.9 99.1 
100.0 96.7 99.8 100.0 99-8 99.2 98.7 
100.0 94.6 99.8 71.6 99-9 98.8 98.6 
100.0 85.5 99.8 53-3 93-2 92.3 92.4 
80.7 45-7 80.6 49.4 68.1 68.2 67.8 
59.6 33.2 59-7 48.7 61.8 61.9 62.0 
4 59-4 33-1 59-3 52.0 59:8 60.1 59.8 
ey $9-2 33.0 59-3 42.2 60.5 60.8 60.7 
59-1 32.9 59-3 41.9 60.0 60.4 60.3 
59-1 26.2 58.9 30.2 59-3 59-2 $9.2 


In this table the two chief creditor countries are compared with 
colonies and semi-colonies. As a result of a currency truce between 
the two chief creditor countries, their rate of depreciation has been 
the same. The currencies of their colonial dependencies have been de- 
preciated—as a matter of policy—at the same rate. A higher rate of 
depreciation would have corresponded more closely to the economic 
status of the colonies, compared with the mother-countries; therefore 
their currencies were actually over-valued when held at the former 
ratio. The explanation is that a higher rate of depreciation would 


"1 Statistical Yearbook of the League of Nations, pp. 228, 229. 
« 311> 


\ 

Fairs 
‘ade, 
ghly | 
mes 4 
gli 
cers 
on 
nu- 
eas 
the 2 
ge 
n- 
of 
of 
| 


P acific Affairs 
have tended to decrease their imports and increase their exports, and 
would have made it difficult if not impossible to repay their debts, 
The enforced repayment of debts from the colonies was, however 
one of the chief means by which the mother country, after the de. 
valuation of its own currency, was able to avoid panic and keep a 
managed currency at the desired level of parity. This holds true 
particularly for India and Great Britain. 

In sharp contrast to this, the currencies of the semi-colonial coun. 
tries like Mexico and China were allowed to fluctuate wildly, depre- 
ciating at a much higher rate. The silver-buying program of the 
Roosevelt administration did not stop the headlong depreciation but 
accentuated it by draining away the metallic base of their currencies, 

The complete failure of this panacea throws light on the fallacy 
of the monetary theory in vogue. The development of commodity 
production into a money economy, and of money into capital, fol: 
lows two consecutive stages in the economic progress of backward 
countries. The precarious status of a backward country stuck at the 
stage of transition is revealed by the unstable equilibrium of its cur- 
rency, “managed” by capital export, or the cessation of capital ex- 
port, or the withdrawal of capital. When capital export to backward 
countries is withheld, and capital already invested is withdrawn, the 
currency is bound to deteriorate, both in quantity and in exchange 
parity, under the impact of this double pressure. The backward 
economies can no longer depend on the support of the advanced 
countries. 

For the economic support withheld and withdrawn there is sub- 
stituted a “support of the currency” by silver buying. This is a 
complete misnomer, for what it amounts to in the circumstances is 
an aggravation of the economic problem, by stripping silver of its 
quality as capital and even as money (means of circulation). The 
silver-buying program, as substitute for capital export and a means 
of facilitating the withdrawal of capital, amounts to no more than 
the manipulation of a particular commodity. It does not support 
the currency, which can be supported only by a strengthening of the 
economy itself. It leads to a “deflation” in the backward countries 
which is really a switching back, through outside influence, from 
capital into money and from money into a particular commodity. 
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The United States, China, and the World Market 

This again does not support the currency, but undermines it by 
rendering it incapable of serving as the basis of circulation and as a 
medium of capital accumulation. Thus it is not only in the quanti- 
tative but in this qualitative, historical sense too that these countries 
have been “de-capitalized.” The agglomeration of gold at the other 
extreme of market development, in the United States, is a comple- 
mentary phenomenon. Official gold-hoarding in such unparalleled 
dimensions means that, to that extent, gold ceases to function either 
as world money or as the basis of world capital accumulation. Func- 
tionally, it is switched back, by uncontrollable forces, from a general 
equivalent into a particular precious commodity. 

From the standpoint of the advanced country the compound re- 
sult is a widening gap between its own economic structure and that 
of the backward countries, increasing the onus of the economic 
tribute borne by the backward countries. The economic status of 
these countries, stuck at the stage of transition between pre-capitalism 
and capitalism, becomes absolutely insupportable. They are forced 
to help themselves, lest they be strangled at the stage of economic 
transition. Hence the accentuation of the anti-feudal, anti-imperialist 
revolutions in both China and Mexico. 

If the backward countries can no longer rely on capital help, the 
powers rely more and more on political pressure as an instrument 
of economic policy. The silver-buying program is a remarkable ex- 
ample, for it is used as a sword of Damocles hanging over these 
semi-dependent countries. Mexico’s expropriation of foreign capital 
illustrates the overlapping of the political and the economic aspects. 
American capital, constrained by the economic crisis at home, tried 
to speed up the recovery of its original investment in Mexico, and 
the accruing profits, by wage cuts in the oil industry. This was 
tantamount to a large scale withdrawal of capital, disintegrating the 
Mexican internal market. Mexico resisted by expropriating the for- 
eign holdings, to which the retort was renewed pressure: demands 
for immediate payment, a boycott of Mexican oil, a threat to with- 
draw the American Treasury’s support of silver. Yet immediate 
payment would have been possible only if American finance had 
extended long-term credits, to be serviced out of increased sales of 
Mexican oil to the United States. The vicious circle is here complete: 
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Pacific Affairs 
for this would have been a form of capital export to Mexico, whereas 
the trouble had arisen out of the attempt to recover capital previously 
exported. 

One of the forms taken by the attempt to escape from the disinte. 
gration of the world market is the creation of huge political-eo. 
nomic-currency blocs, initiated by the creation of the Sterling bloc 
at the Ottawa conference. This was followed by the creation of the 
Yen bloc by Japan. After the breaking up of the Gold bloc, France 
and its dependencies formed a Franc bloc. The United States, Britain 
and France then concluded a make-shift currency truce, which went 
to pieces after the outbreak of the war, accentuating the tendency of 
the United States to create a Pan-American Dollar bloc. Germany, 
before the outbreak of the war, was engaged in the creation of a 
Central and South-Eastern European Mark bloc. 

In significance, this trend outstrips the schemes of autarchy or a 
“federated Europe.” It is both a symptom of and an aggravating 
factor in the disintegration of the world market. The splitting up of 
the world market into such watertight compartments additionally 
retards the economic development, through industrialization, of the 
colonial and semi-colonial countries. 

Two examples illustrate the trend. In the Dutch East Indies: 


Through the Regulation of Industry Ordinance of 1934 and the similar 
enactment of 1937, the Government obtained a further broad extension 
of its regulatory powers. By this authority, it may now intervene in all 
branches of industry to control the development of established industries 
or the creation of new ones. The purpose of the ordinance is to prevent 
“destructive competition.” In less generalized terms, it is intended as a 
restriction of possible Japanese enterprise in the industries of Netherlands 
India; as a method of insuring the prosperity of present industries which 
are considered useful to the country by preventing an increase of produc- 
tion beyond effective consumer demand; as a safeguard against the estab- 
lishment of new industries which might threaten existing native indus- 
tries, for example the mass production of batiks; and as a means for 
preventing local production from entirely displacing imports in categories 
for which quotas have been assigned to the Netherlands or other supply- 
ing countries. The last point represents a new policy, since earlier, when- 
ever local production was able to supply local demand, permissible im- 
ports in protected categories were regularly cut down.?” 


22 Far Eastern Survey, Aug. 16, 1939. 
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The United States, China, and the World Market 
This is open governmental intervention to prevent, forcibly, further 
industrialization and the further development of the internai market. 
It demonstrates the clash between the requirements of the internal 
market in the colonies and those of the capital of the mother country. 

French colonial policy follows the same pattern. “L’Industrialisa- 
tion de I’Indo-Chine,” a report submitted by the official Société 
d'Etudes et d’Information Economique, gives the following date and 
conclusions: 

France is the chief provider of Indochina, supplying about one half of 
the colony’s yearly imports, which in 1937 were valued at 1,578 million 


francs. 


... The main difficulty appears to be that it is hard to find a market 
in Indochina or in the neighboring countries which can offer adequate 
compensation for any large-scale investment in industry. 

The main conclusion reached was that any large-scale plan for the 
industrialization of Indochina was impractical.” 


This trend is accompanied by the confinement of a major portion 
of foreign trade within artificial currency areas. Half of Britain’s 
trade is with the Empire. The same holds for France, and the tend- 
ency is greatly accelerated by the war. It applies equally to Japan. In 
1939 the Japanese balance of trade was active by more than 600 
million yen but after deduction of the trade with the yen bloc it was 
passive by 400 million yen. 

The very nature of modern imperialism undergoes a change 
through these developments. It relapses into a more sophisticated and 
destructive eighteenth century mercantilism. The “terms of trade” 
run always against the backward countries, but less and less so as 
their industrialization proceeds; but this is now being actively inter- 
fered with by withholding large-scale capital export, and by official 
“regulation” and dictation. The rapid industrialization of Manchuria, 
by heavy capital export from Japan for military purposes, is only an 
apparent exception. Actually, it confirms the rule, for it has not 
developed the internal market in Manchuria, but destroyed it, and 
has not been a genuine export outlet for Japan, but has further deteri- 
orated the Japanese internal market by draining away capital. As the 
Shanghai correspondent of the London Economist puts it: 


°3 Ibid., Feb. 15, 1939. 
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Pacific Affairs 


Manchurian imports last year rose in value by 40 per cent and Man. 
churian exports increased by 14 per cent, with Japan in each case account. 
ing for the entire increase. A substantial portion of these increases in the 
value of trade resulted from sharp price increases in the Yen bloc coun. 
tries. However, the Kwantung Army’s influence upon the Tokyo Govern. 
ment proved strong enough to compel Japan, in spite of her own shortages 
of all sorts of commodities, to ship a considerable volume of supplies to 
Manchuria for the construction there of the new Japanese continental war 
industry base. The M$957,176,000 surplus of imports arose almost excly. 
sively from trade with Japan. This import surplus was chiefly financed by 
means of Manchurian bond and industrial debenture flotations in Japan, 
where in 1939 Manchurian issues formed one-third of all non-govern- 
mental bond issues.”* 


These changes, shaping up behind the fire and smoke of war, are 
more fundamental than dreams of a Federated Europe or Inter- 
national Free Trade. Repercussions on the economy of the advanced 
countries are inevitable. The economic impoverishment of the back- 
ward areas of the world is lucrative while it lasts, but cannot be kept 
up. Individual countries may temporarily increase their markets at 
the expense of others, but this is no solution for the world market 
itself, the world economic system, and the economic destinies of the 
backward nations. It amounts to no more than individual attempts to 
extend internal markets by the addition of areas that used to be part 
of the external market. 

The trend is toward a monopolization, by each power, of its share 
of the World market. This monopolization is historically different 
from the monopolization of the internal market and therefore ushers 
in an epoch of more protracted and more exacerbated interna- 
tional conflicts and convulsions; trade wars, currency wars, military 
collisions. 

To what extent does China share in the market? The figures are 
illuminating. 

The comparative figures of per capita imports and exports show 
conclusively the relative economic weakness of China’s economy, 
and serve to reestablish a sense of proportion for the problem of the 
Chinese market. They suggest the amounts of suddenly increased 


24 Economist, March 2, 1940, p. 378. 
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The United States, China, and the World Market 


Per Capita Trape, sy Countrigs YEAR 1937)”° 


Population Estimates Per Capita Trade (current $) 
(thousands) Imports Exports 
United Kingdom........... 47.029 108.20 54.85 
Japan... 71.252 15.25 12.85 


2.70 4-40 


Imports AND Exports aS PerceNntaGes oF THE 


Imports Exports 
United States..... 8.4 10.0 11.3 12.4 12.0 I1.9 13.2 
United Kingdom . 17.4 18.0 19.1 18.6 5.3 
as $5 36 40 1.4 36 


commodity and capital import that would enable China to become a 
“huge market” for foreign capital. These are the lags that Sir Arthur 
Salter advises us to span “step by step and gradually.” 

The figures relate to the situation prior to the outbreak of the Sino- 
Japanese war, which made them out of date but by no means irrele- 
vant. For the economic backwardness and prostration of China and 
the economic lag between China and the surrounding world which 
large-scale capital export from the advanced countries failed to 
bridge, made Japanese aggression against China possible. 

The second tabulation might suggest the superficial view that 
China’s share in world trade is almost negligible, and hardly capable 
of creating a problem for the time being. Though such a view may 
suit the conceptions of the adherents of gradualism, the very opposite 
holds true. Actually, China’s share in the world market is too small 
not to create a serious problem. The one per cent to the extent of 
which China participates in the world market is trifling if compared 
with the world market, but more than enough to disintegrate China’s 
economy, and at the same time far from enough to develop China’s 
internal market. That is the point. The “negligible” one per cent 
covers the whole ceaseless ferment that makes for wars and revolu- 
tions in the Far East. China’s one per cent, in relation to the hundred 
per cent which is the world market, accounts for the contraction of 
the absolute magnitude that the hundred per cent represents. 


°5 Foreign Commerce Year Book, Washington, D. C., 1938, p. 427. 
Ibid. 
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Pacific Affairs 

Take the position of the two rivals, the United States and Japan, in 
the world market and the China market. In spite of its spectacular 
rise in the last two decades, Japan’s share of commodity export in 
the world market remains small, and so does its capital export; but 
its share in China’s trade and capital import has become second 
only to Great Britain's. It is exactly the other way about with the 
United States. Its share in the world market and in world capital 
export is second only to that of Great Britain. Its share in the com- 
modity and capital import of China remains, however, in spite of an 
accelerated rate of growth in the post-war period, trifling compared 
with those of Great Britain and Japan. 

These are precisely the factors that determine the trend of the 
struggle for the world market. The Economic Intelligence Service of 
the League of Nations observed in 1926 that “trade is passing from 
the Atlantic to the Pacific.” The fact that this observation has not 
been borne out is a fateful comment on the unfolding of the world 
market. The World Economic Survey of the League, 1935-36, from 
which the statement is quoted, adds: 


The depression years 1929-32 saw a sharp reversal of the trend. The in- 
herent trading strength of the European countries, combined with the 
creditor position of some of them, was such that the fall in export prices 
was concentrated mainly upon the agricultural-exporting countries, many 
of whom were outside Europe. (p. 166). 


The international sugar, tea, tin, rubber restriction schemes aggra- 
vated this reversal of the trend and, at the same time, threw light 
on its causes and significance. Capital, in the form of financial in- 
vestment, dictates the terms of production and trade. For the agri- 
cultural and raw material producing countries of the East this has 
meant enforced restriction of production and trade and enforced 
retardation of further industrialization and internal market de- 
velopment.”* 


27 The military strategic necessities of the Allies in the first World War were the 
most potent single factor in accelerating the industrialization of the East. The same 
necessities might evoke a stepping-up of production and export from these countries 
in the course of the second World War, but the situation is modified by large existing 
excess capacities in these countries, built up and carried through in the post-war 
period. A consideration of these changes, however, is beyond the scope of the present 
article. 
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The United States, China, and the World Market 

In conclusion, we may state the case broadly as follows: 

From the end of the fifteenth century the center of gravity of the 
world market shifted from the Mediterranean to the Atlantic. This 
resulted, at the time, in a de-industrialization of Northern Italy, 
which had been the cradle of capitalistic production. The beginning 
of a further shift of the center of gravity from the Atlantic to the 
Pacific in the first decades of the twentieth century would have re- 
sulted in industrializing the countries of the Far East, had it not 
encountered overwhelming obstacles. 

The conclusion is permissible that whereas the shift of the center 
of gravity of the world market from the Mediterranean to the Atlan- 
tic was a harbinger of its unfolding, all the obstructions to a further 
shift from the Atlantic to the Pacific are indicative of the beginning 
of disintegration. The obstructions hampering the industrialization 
of the East are thus intimately connected with those impeding the 
expansion and complete unfolding of the world market, the capitali- 


zation of the globe. 
New York, June 1940 
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FAR EASTERN WAR INFLATION 


Brocy 


| wars have always been accompanied by monetary 
developments of a peculiar type, called in modern times “inflation,” 
In ancient and medieval times,’ virtually the same function was 
fulfilled by arbitrary debasement of the metal coinage. Up till the 
eighteenth century, this method was preferred in Europe to the issue 
of paper money. The American inflation during the War of Inde. 
pendence and the great French inflation of the revolutionary wars 
then proved the fiscal value of inflation, and war inflation has ever 
since been a typical accompaniment of strife within and between 
nations. 

On the other hand, while practicing inflation, modern govern. 
ments have always been unwilling to admit it, and apologetic 
writers have been employed, or have employed themselves, in the 
patriotic cause of proving that inflation was not “real inflation.” 
It is accordingly not surprising that both Chinese and Japanese 
authors have continuously denied that inflation played any signifi 
cant part in the war finance of their countries. Partisans of either 
side have fallen in with their views, generally for no better reason 
than the fear that the truth about the monetary status of either 
belligerent might be harmful to its cause. 

Yet inflation in both China and Japan has been sweeping. More- 
over, in 1939 and 1940 the streams of inflation in both countries 
began to merge in one mighty flood of depreciating paper money. 
Monetary reorganization of Far Eastern economic life begins now 
to loom as one of the great political and economic problems in any 
ultimate settlement of the Far Eastern war. For the present, unless 
the war as a whole breaks down into revolution, in which case the 
value of all the present currencies would probably be annihilated, 
no way of reorganization seems feasible except through an inter- 


national currency stabilization loan, with all the bearing which the 


1In the Far East paper money played a significant role in comparatively ancient 
history. 
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Far Eastern War Inflation 

successful negotiation of such a loan would be bound to have upon 
the structure of the political and economic organization of the Far 
East. 

While a study of Far Eastern war inflation has a purely political 
importance, the different methods of inflation in the various war 
areas are also of interest in themselves. Japan has practiced two 
different kinds of inflation, one for the Island Empire and its col- 
onies, another for the “yen bloc” satellites in Manchukuo, Inner 
Mongolia* and North China. All of them ultimately in some ways 
conflict and in some ways merge with one another, and the rather 
half-hearted attempts at adjustment have always been unsuccessful. 
In free China, including the important center of Shanghai, the 
type of inflation is similar to that of the Japanese-penetrated areas. 
In actual practice, however, stabilization attempts have, from time 
to time, interfered with the downward movement of the external 
value of China’s currency—although, in the long run, it followed 
the domestic decline in the purchasing power of the Chinese dollar. 

While these attempts enhanced the prestige of China’s currency, 
it was probably advantageous that extraterritorial rights of foreign 
merchants and the peculiar political structure of Shanghai prevented 
China from pegging its currency. Manchukuo and North China 
became enmeshed in a system of foreign exchange and trade con- 
trol, full of the leaks always inherent in any such system and de- 
structive even of their current production. China was prevented, by 
the limitations on its sovereignty, from doing much along this line, 
so that, at least in Shanghai, the free convertibility of Chinese cur- 
rency into gold and foreign exchange was maintained. The Chinese 
dollar accordingly became the only Continental currency of the Far 
East with more than a mere token value, despite the continuous 
fall in its value. Through the maintenance of its convertibility, the 
Shanghai dollar fulfilled a function which—from the Chinese point 
of view—was very useful. Around it the mercantile interests of 
China, Chinese and foreign alike, and even important Japanese 
interests, were rallied to the cause of China and its Government, 
because it offered them a medium of exchange which, despite its 
"2 The inflated “yen bloc” currency of Inner Mongolia need not be separately 


discussed, as the principles of its note-issue and control are like those of the (Japanese) 


Peking Federal Reserve Bank. 
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Pacific Affairs 
shortcomings, was still preferable to any alternative produced by 
Japanese-sponsored regimes. 

Moreover, through the circulation of fiat money, issued to finan 
the war but accepted in Shanghai, the Chinese Government wa; 
able to levy taxation on Shanghai. As China’s fiscal reform had 
been stopped in the fall of 1933, and even the strain of war led to 
no change other than large-scale inflation, this revenue was of fairly 
great importance—though it is impossible to say exactly how great, 
Without the open depreciation of the Chinese dollar this source 
of revenue would have been sizeably smaller, as the 1938-1940 
Shanghai boom was largely based on the continuous depreciation 
of China’s currency.’ 

In addition, there is little likelihood that China could have got 
loans from Great Britain, the United States and France without 
maintaining the free convertibility of the Chinese dollar, nor does 
it seem likely that the steady flow of remittances from and capital 
investments by the overseas Chinese would have continued at the 
same rate, if China’s currency had become inconvertible like those 
of the “yen bloc.” 

Although there are numerous Chinese economists who have te- 
gretted the course of currency inflation and depreciation in China, 
and who welcome the opportunities now offered their ingenuity in 
framing the Chungking Government’s currency regulations after 
the German, Italian and Japanese models, their efforts might better 
be concentrated on the improvement of China’s fiscal system—the 
sorry state of which determines the rate of inflation—rather than on 
devising means how to conceal the symptoms of inflation. 

While in the following discussion the details of the various infla- 
tion processes will be presented, a word should be said about the 
“currency war” in China which has attracted so much attention.’ 
Most of the discussion concerning this currency war has failed to 
supply an economic interpretation of its progress. Obviously, in 

8Cf. Robert W. Barnett, Far Eastern Survey, Vol. IX, No. 9, pp. 97 ff. It is 
interesting to compare this with a pre-depreciation study by Norman D. Hanwell, 
Far Eastern Survey, Vol. Vil, No. 15, pp. 167 ff. 

*Cf£., e.g., Guenther Stein, in Paciric AFrrairs, March 1939, pp. 5 ff.; D. K. Lieu, 


in the December 1939 issue, pp. 413 ff.; and W. Y. Lin, Amerasia, March 1939, pp. 
30 ff. 
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Far Eastern War Inflation 

this as in other instances of two currencies circulating in the same 
territory at the same time, Gresham’s Law was bound to apply: 
the currency whose sponsors issued the most paper notes was bound 
to circulate most widely, wherever non-economic factors did not 
militate against its use.” When it became evident that, in North 
China, this was to be the currency issued by the (Japanese) Federal 
Reserve Bank of Peiping, people who felt sympathetic toward China 
were actually depressed. They felt a little better when the Federal 
Reserve yuan currency was exchanged at a discount into Chinese 
national currency, but they refused to realize that the ousting of 
the Chinese dollar from circulation in North China and the depre- 
dation of the Japanese Peiping currency were actually only two 
gmptoms of the same fact—that the Japanese in Peiping had 
printed paper money faster than the Chinese Government at Chung- 
king. In Japan, similar unsound reasoning was indulged in; only 
there the conquest of North China by the Peiping note was con- 
sidered a great success, and its depreciation was thought of as a 
calamity. Evidently, on both sides, military similes (so attractive 
in wartime to civilian minds), corrupted straight economic reason- 
ing, which should have made it obvious that competition between 
two currencies issued for fiscal purposes and in accordance with 
fiscal needs could only result in phenomena to which Gresham's 
Law would necessarily apply. 

Comment on the progress of Chinese currency depreciation is 
also needed, as recently spokesmen of the Chinese Government and 
journals published in China have once more stressed that China’s 
unfavorable balance of trade was the reason for the decline in the 
external value of China’s currency. In the muddle of Chinese foreign 
trade statistics, which have now reached a deplorable condition, it 
is of course very difficult to arrive at any conclusion as to the actual 
balance of trade. However, from the nature of Japanese economic 
activities throughout the occupied area of China, there can be very 
little doubt that most of the unfavorable balance of China’s foreign 
trade is simply the logical result of Japanese investment in the occu- 


5The most outstanding non-economic factor in North China was—and to some 
extent still is—the execution as traitors of Chinese holding Federal Reserve notes, 


by guerillas. 
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Pacific Affairs 
pied parts of China. Thus, the most outstanding part of the up. 
favorable balance of trade represents, in other words, the transfer 
in kind of the paper yen funds made available for the development 
and expansion of Japanese interests in China. Other parts of the 
unfavorable balance of trade represent similarly the transfer of 
overseas remittances, of the foreign profits of rubber and shipping 
companies, etc. Now, as in the past, the balance of trade has little 
influence on the external valuation of China’s currency. As always 
and everywhere this balance is part of the balance of payments 
and mainly determined by the other “invisible” factors of that larger 
balance. While the unfavorable balance of trade gives some measure 
of Japanese and other foreign investments in China,® a favorable 
balance would be more likely to reflect the flight of capital from 
China,’ more or less as a result of the very currency depreciation 
which is now unjustly blamed on the “unfavorable” balance of trade, 
than to foreshadow any improvement in the Chinese currency, [f 
a favorable balance of trade and Chinese currency depreciation 
were to coincide, some economic commentators in China and els. 
where would be stumped. Actually, during the first half of 1940, it 
seems that additional currency depreciation was coupled with 
rather strong tendency toward a “more favorable” balance of trade. 

These general remarks are mainly intended to obviate a discussion 
of the alleged problems, issues and objectives in the currency war as 
well as of factors other than inflation which might affect the ex- 
ternal values of the currencies concerned. The reason for this pro- 
cedure is simply that, under inflationary conditions as they now 
exist in the Far East, the influence of all the other factors which 
might influence the value of the inflated currencies is of minor im- 
portance, and can be safely neglected. 

®It may be mentioned, however, that it seems as though transactions under the 
Sino-American loans of 1938 and 1940 were not reflected now in Chinese foreign 
trade statistics. If the same were true of transactions under the Sino-Soviet, Sino- 
German and Sino-British loan agreements, our foreign trade statistics for free China 
would be pretty severely mutilated. 

7 This coincidence actually took place during the early months of the Sino-Japanese 
a in theory, China’s unified currency regime has been destroyed, and as certainly 
legal and administrative barriers prevent free intercourse within China, it is obvious 


that all deductions from trade statistics which are arranged for the whole of China 
are pretty meaningless anyway. 
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Far Eastern War Inflation 
Ww the Sino-Japanese war broke out, China’s currency had 
been stabilized on a foreign exchange standard for about 20 
months. Throughout this period, the volume of banknote circula- 
ion had been rapidly expanding. From a total of Ch. $436 million 
atthe end of October, 1935 the note issue of the four leading banks 
had increased by the end of November, 1935 to Ch. $556 million. 
This growth continued with little interruption until July, 1937, 
when the total issue exceeded Ch. $1,400 million. The new banknote 
issues largely served to replace silver dollars and provincial note 
issues, the former being withdrawn from circulation for export, 
legal or illegal, the latter being replaced by the Shanghai dollar 
after stabilization of their par of exchange in relation to the new 
national currency. 

In addition, the sharp depreciation of the Chinese dollar, imme- 
diately preceding stabilization, involved necessarily an adaptation 
of the Chinese price level to the international situation, with the 
result of booming prices and economic conditions in most of the 
area for which the new currency was established. Moreover, inter- 
national prices tended upward till nearly the outbreak of actual 
fighting, giving continuous support to China’s business expansion. 
The stabilization of the Chinese dollar, the beneficial effects of its 
depreciation on the profits of business enterprises, and the progres- 
sive pacification of the country combined to attract foreign invest- 
ment to China both in the form of loans to the Chinese Government 
and in the form of direct investment. All of the influences combined 
to favor the continuous expansion of monetary circulation which 
took place during this short period of recovery and comparative 
prosperity. This monetary expansion proved invaluable to the 
Chinese National Treasury. For every Ch. $100 of additional notes 
issued, Ch. $40 could be borrowed by the Treasury from the banks 
of issue. As China’s national domestic debt had been rapidly grow- 
ing since 1933, these facilities were utilized by the Chinese Ministry 
of Finance well-nigh to capacity. 

The real test for the soundness of China’s new currency regime 
would have come, even without the outbreak of war, with the inter- 
national recession in 1937-38, when obviously currency and credit 
expansion would have had to be curbed, in order to maintain the 
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Pacific Affair; 
balance of payments in an equilibrium, if the banks were to ayojd 
continuous losses of silver, foreign exchange, and gold. War saved 
the Chinese authorities from having to prove their mettle in peace. 
ful adversity, but set them the much more serious task of the war. 
time management of China’s currency. There was some currency 
inflation during the first period of the war, from the Lukouch ‘ag 
Incident to the fall of Shanghai. The fighting around Shanghai, 
interrupting most normal trade, the great flight of capital in July 
and August 1937, and the blocking of all accounts with Chines 
banks produced deflationary pressure on all economic life, both in 
the area most directly affected and also far beyond it, because of 
the importance of Shanghai as China’s financial and commercial 
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/ «=~ center. In part at least the deflationary effect which this would have recio 
| eat had on the monetary circulation was offset by other factors, like the al 
| oon large-scale substitution of cash transactions for check payments, it the 
iP o<0 and the hoarding of actual cash, as the general closing of the Shang. of the 
om hai banks in August 1937 caused many people to keep larger iyi y 
=p» amounts in ready money than usual. cheapl 
‘SS In addition, however, it seems that even during this early period velope 
when the Treasury received comparatively large amounts as loans 
. from the general public, Government bonds had to be placed with & .-ha 
ee the Chinese banks, with the result of additional note issues. On the . 
mss whole, Chinese note circulation grew by about Ch. $234 million 9 ¢ fo, 
hee in the first eight months of the war (August 1937 to March 1938). ang § 
ro During the same period of 1936-37 the increase of the note issue par of 
cst had been much larger, amounting to Ch. $408 million. Neverthe  j).¢4 
=2t less, the comparatively small increase in the circulating medium & sop 
=== contributed to a rise of prices which, combined with the stable ex- ame 
lowe ternal value of the Chinese dollar, produced what has been described § ,, a4 
as “Shanghai’s Worst Crisis.” dollar 
Throughout this period, the outward flow of Chinese funds by Fro 
conversion into American, British or Hongkong currency con- the ( 

tinued on a substantial scale, although smaller than that of July (1929 
and August 1937, since bank accounts had been blocked, on § o¢ 4, 

August 13, 1937. This capital flight took place at the expense of level, 

® Norman D. Hanwell, Far Eastern Survey, Vol. VII, No. 15, pp. 167 ff.; based 1938 
on evidence supplied from Shanghai for pre-depreciation times, mont 
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Far Eastern War Inflation 

the foreign exchange reserves of the Chinese Government, or rather 
of the banks under its control, and reduced them considerably. 
This, combined with the initiation by the Japanese-sponsored Pro- 
yisional Government in North China of the Federal Reserve Bank 
of Peiping and its note issue, prompted the change in the Chinese 
Government’s monetary policy in March 1938. The Chinese author- 
ities learned that the flight of Chinese and foreign capital from 
war-torn China might gradually consume their foreign exchange 
holdings. They had also to take into account that Japanese interests 
might try to convert into foreign exchange Chinese banknotes col- 
lected in North China in exchange for the newly issued Federal 
Reserve yuan notes, at the expense of the Chinese Government’s 
precious and already diminished reserves. Accordingly, the Chinese 
Government began to allot foreign exchange to the Shanghai banks 
at the official pre-war rates of exchange, in declining percentages 
of their demand, the allotments ultimately ceasing altogether. In 
this way, the fiction of currency stability was maintained, none too 
cheaply, while naturally at the same time, a “black market” de- 
veloped, dealing in much larger amounts than the dwindling legal 
market, and quoting the Chinese dollar at varying rates of 
exchange. 

As the ratio of foreign exchange allotments declined, the rates 
of foreign exchange rose in the black market, until in the summer 
and fall of 1938, the Chinese dollar settled down at a new sterling 
par of eight pence—against the legal par of roughly 14 pence. The 
black market set the standard of value for all commercial trans- 
actions, notwithstanding the vain efforts of the Chinese Govern- 
ment to maintain a better legal standard. Prices began, therefore, 
to adapt themselves to the new reduced level of the Chinese 
dollar. 

From August, 1937 to March, 1938 the wholesale price index of 
the Chinese National Tariff Commission had risen from 122.3 
(1929 equals 100) to 133.2. With the new foreign exchange par 
of the Chinese dollar, more than 4o per cent below the pre-war 
level, prices moved upward rapidly. From March, 1938 to August, 
1938 when the new par was established for the following nine 
months, this wholesale price index rose to 157.7, or nearly 30 per 
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Pacific Affairs 
cent beyond the pre-war par. Obviously, the rise in prices had pot 
as yet caught up with the decline in the external value of the 
Chinese dollar. 

With the impetus for this price movement originating in the 
foreign exchange shortage—and the fear of it—rather than in the 
process of monetary inflation, the Chinese fiscal authorities now 
obviously had a choice between two modes of procedure, at leas 
in theory. They could allow the foreign exchange value of the 
dollar to “find its own level,” embark upon a policy of fiscal re. 
organization by increasing normal recurrent revenues, initiate , 
policy of credit restriction and deflation, and thereby stem the flood 
of rising prices. This procedure, however, would have been dam. 
aging to national prestige—which, in periods of national mis. 
fortune, is often considered to be embodied in the foreign ex- 
change value of a nation’s currency. Under the influence of raiding 
“bears,” the dollar rate might occasionally have fallen rather 
sharply, which would not have suited the easy-going methods 
and great needs of the Chinese Treasury. As the fiscal burden of 
China’s warring National Government was financed by borrow- 
ing from the Government-controlled Chinese banks, other lenders 
being scarce, the banks had to finance their loans to the Govern- 
ment by issuing banknotes. 

Accordingly, a comparatively rapid increase in banknote cir- 
culation took place. During the first three months of the deprecia- 
tion period (April-June, 1938), the note issue of the four leading 
banks grew by Ch. $48 million, as compared with an increase of 
only Ch. $35 million during the same period of 1937, the last 
three months of complete peace. As the territory in which notes 
issued by these banks could freely circulate was greatly restricted, 
after the establishment of the Federal Reserve Bank for North 
China, this comparatively small increase in the note issue was 
highly significant. Probably still more significant, not to say 
sinister, was the fact that after June, 1938 the publication of 
regular data on the amount of China’s monetary circulation was 
stopped. It was resumed with the publication of figures for June, 
1939 the very month in which the transitory stabilization of 
China’s “black market” eight-pence-dollar broke down. During 
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Far Eastern War Inflation 

the twelve months June, 1938-June, 1939, the total note circulation 
of the four leading banks increased by nearly Ch. $900 million, 
or more than 50 per cent. The average Ch. $75 million monthly 
increase of note circulation was nearly three times as large as the 
average monthly increase in the first 11 months of war when it 
had been less than Ch. $26 million per month. 

In other words, after the summer of 1938 the Chinese Govern- 
ment embarked on a large-scale inflation which could not fail to 
undermine the new currency level. This was fully reflected in the 
rise of wholesale prices. From August, 1938 to June, 1939 the 
National Tariff Commission’s index rose to 190.7. In June, 1939 
it showed, accordingly, a rise of nearly 60 per cent over June, 1937, 
reaching the maximum level compatible with the new, lower 
exchange level of the Chinese dollar, as established toward the 
middle of 1938. 

This combination of currency stabilization, on the one hand, 
and progressive currency inflation, on the other, was contradic- 
tory. Nevertheless, the British Government decided late in 1938 
to lend its support to a stabilization scheme for the Chinese dollar 
in which Chinese and British Far Eastern banks are still cooperat- 
ing. It can scarcely be surmised that any of the authorities and 
banks concerned really expected that the new parity of the Chinese 
dollar could possibly be maintained in the long run. Nevertheless, 
the transitory period of stability was of considerable benefit to the 
Chinese Government. With comparative confidence restored, sales 
to the public of national bonds, issued in terms of the national 
currency, have probably been more successful than they would 
have been otherwise. Purchases for government account abroad 
could be handled more easily than at a lower level of exchange. 
Moreover, in the race for inflationary speed in North China, it 
was the Chinese national currency which was driven out of cir- 
culation, which means that some of it was hoarded, and some part 
of the additional currency thereby neutralized in its effect on 
prices and on the demand for foreign exchange.’® 

Tt should be realized that, to the extent (unknown, of course) that the Federal 


Reserve yuan drove the Chinese dollar into hoarding, the Peiping regime actually 
contributed to the Chinese Government's war chest. 
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Yet, given the unfavorable circumstances which surrounded the 
stabilization of the external value of the Chinese dollar, it was 
hardly surprising for those who could follow developments at the 
time from the inside, or for the historian, to see the exchange 
stabilization scheme break down, and give way to a new waye 
of rapid currency depreciation which was brought to a halt 
temporarily only by the external factors set into motion by the 
outbreak of war in Europe. 
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Far Eastern War Inflation 

Japanese Government's deposits with the Bank of Japan tended to 
exceed its liabilities to the Bank. By the end of the fiscal year 
1936-37, however, the Government's liabilities to the Bank ex- 
ceeded its deposits by around ¥150 million,’* because sales of bond 
to the banks were difficult, owing to their lowered yield. The 
sudden outpouring of Government funds into the Japanese money 
market during the latter half of 1936 was generally blamed in 
Japan for the wave of speculation which ultimately caused the 
introduction of exchange control—by which the speculators were 
proven to have been wise and foresighted. In mid-July, 1937 net 
Government borrowings from the Bank reached the then tremend- 
ous total of 436 million, nearly four times the amount of net 
borrowings in mid-July, 1935, and more than twice that of July, 
1936. 

This development of an increasing fiat issue based on a growing 

budgetary deficit was reflected even in the pre-war Japanese price 
movement. During the twelve months preceding the outbreak of 
the Sino-Japanese war, the disparity between the Japanese and 
the American price development grew rapidly and strikingly. Thus 
Japan entered its war with China after inflation had already 
begun and prices in Japan moved out of line with the international 
price level. The periods of Japanese war inflation have been less 
distinct than those of the simultaneous Chinese inflation. It would 
seem, however, that the first stage of inflation was finished around 
the middle of 1938. It was followed by a second stage which ended 
with the outbreak of war in Europe and the pegging of yen-dollar 
exchange, in substitution for the former sterling par of the yen. 
The present stage, the third, does not differ from the second stage 
basically. However, now there exists an awareness of the inflation- 
ary problem as such among business men and official groups in 
Japan, which was lacking formerly. Moreover, the pace of in- 
fationary expansion has been greatly speeded up. 
"12 In gauging Japanese inflation, the amount of net Government indebtedness, as 
defined above, is a better standard than the absolute total of bonds held by the 
Bank of Japan. When the Bank purchases Government bonds, the Treasury is 
credited with the purchase price on deposit account; only as the Government draws 
upon its deposits is the inflationary effect of the whole transaction realized. Mid- 
month data—from the Mitsubishi Monthly Circular—have been preferred to data 
referring to the end of the month. 
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The progress of war inflation in the first stage may be seen in 
the continuous expansion of the net Government indebtedness with 
the Bank of Japan, which increased from ¥436 million in mid. 
July, 1937 to ¥797 million in mid-July, 1938. At the same time 
the note issue expanded in accordance with this movement. 

The incidence of this rising note issue was not—as in the case 
of China—imparted directly to the Japanese body economic, but 
indirectly, via the complicated machinery of Japan’s highly de. 
veloped banking organization. This depends, for the maintenance 
of its cash liquidity, partly on the maintenance of sufficient cash 
reserves, partly on the credit facilities available to the banks from 
the Bank of Japan. To what extent one or the other form of 
liquidity is maintained depends clearly on customary standards, 
Once such customary standards have been established, the growth 
of the financial mechanism depends upon the supply of cash from 
the Bank. If this supply is reduced, bank investments and liabilities, 
amongst which deposits are most important, will decrease. If the 
cash supply is increased, the banks’ business will grow in the 
proportion established and sanctioned by custom, as banks “create” 
their own deposits through their investments, which can be en- 
larged when cash is once more made available to the banks by 
the Central Bank. 

In recent years, the customary proportion between deposits and 
cash has been consistently reduced by the Japanese commercial 
banks. In the middle of 1938, for example, ¥4.20 formed the 
cash basis for ¥100 in bank deposits, as against ¥4.80 in the 
middle of 1936. In other words, while the note circulation was 
increased through the issue of fiat money to the Government, 
the inflationary effect of the larger note issue was also propor- 
tionately increased, so that the volume of bank money increased 
even more rapidly than the volume of cash. This is the process 
by which “savings” in Japan grew so rapidly, to the great satis- 
faction of all successive Ministers of Finance who set out to stop 
inflation. 

Prices continued, of course, to rise under the impact of these 
monetary and financial developments. In July, 1938 the disparity 
between Tokyo and London wholesale price indices had increased 
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Far Eastern War Inflation 
to more than 25 per cent; that between the Tokyo and New York 
indices—partly determined by the fall in sterling and the corres- 
ponding decline in the pegged yen-dollar rate—to more than 40 
er cent. This rising price level in Japan handicapped exports, 
which in the first half of 1938 were reduced sharply. At the same 
time, a development began which was to gain increasing import- 
ance during the second and third stages of Japanese war inflation. 
Exports increased to the continental areas under Japanese military 
occupation though not under Japanese sovereignty, now generally 
described as the “yen bloc” area, while other exports showed a 
much less favorable development. While in the first half of 1936 
and 1937 exports to territories not then or subsequently invaded 
by Japan were about 75 per cent of the total, this was reduced in 
the first half of 1938 to less than 58 per cent of the total. In 
terms of yen, these exports were little more than the exports of 
the first half of 1933 to that larger part of the world, and con- 
siderably less than the exports in the first half of 1934 and 1935. 
In addition to the loss of competitive ability through the progress 
of inflation in Japan, there were other reasons for this development. 
One obvious reason was the broad flow of capital from Japan to 
Manchuria. In 1937 the Manchurian Five-Year Industrial Develop- 
ment Plan was slow in getting under way; in 1938 it gained 
momentum. Another reason was the Japanese currency expansion 
on the continent. Up to the middle of 1938, this expansion took 
the form of shipping yen notes into China, which were re- 
exported in exchange for Japanese goods. Military scrip in vari- 
ous occupied areas of China was put to similar uses, and Man- 
chukuo notes were considered equivalent to Japanese notes. More- 
over, in the first half of 1938, the Manchurian inflation began to 
get really under way, and the resulting boom in Manchuria added 
greatly to the demand for Japanese goods which was already 
supported by the flow of funds from Japan to Manchukuo. 
There was no material return for the flow of these Japanese 
goods to the continent, other than in the form of shares and 
bonds issued by Manchukuo enterprises or the Manchukuo Gov- 
ernment. Nor did the reshipment of yen notes or the transfer of 
yen funds from the continent to Japan constitute an adequate 
€« 333 
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Pacific Affairs 
payment for the goods bought with them. Yet the more the con. 
tinental “yen bloc” authorities, for reasons of exchange control, 
banned imports from countries other than Japan, the stronger 
became the incentive for Japanese traders to offer their goods in 
these areas where they enjoyed a booming seller’s market. 

As nominal parity of the Japanese yen, the Manchukuo yuan, 
and the North China Federal Reserve yuan was maintained, while 
the “currency war” led to a discount of the latter notes in terms of 
Shanghai dollars—now depreciated to eight pence—there developed 
the curious anomaly of a Shanghai black market in yen, where 
yen notes were exchanged at prices near par with the Shanghai 
dollar, although nominally the yen was supposed to command a 
premium of 75 per cent over China’s inflated currency." 

Owing to these special circumstances the management of Japan's 
economic relations with the “yen bloc” was pushed into the fore. 
ground of Japanese economic policy, after the middle of 193%, 
and at the same time the Japanese authorities strove to improve 
their export business with nations free from the bonds of vassalage 
linking the “yen bloc” area to an overlord Japan. The most obvious 
means of managing the “yen bloc” would, of course, have been 
the coordination of monetary policies as followed in Japan and 
in the continental dependencies. However, divided authority did 
not admit of adequate use being made of whatever facilities for 
cooperation existed; military influence in Manchukuo and North 
China favored an inflation on the continent which developed into 
a pace-maker of the Japanese inflation. To reduce the impact of 
this Japanese-sponsored continental inflation upon Japan’s domestic 
business and foreign trade, export restrictions to the yen bloc were 
coupled, in the middle of 1938, with various schemes for the 
promotion of Japan’s foreign trade. 

At the same time Japanese price policies tended to curb the 
rising domestic price level with more energy. Having reached a 
peak in June, 1938, prices were gradually reduced, according to 
the official indices, until they began to rise again in November. 
This new rise in prices was, indeed, inevitable, as after the middle 
of 1938 the inflationary process made fairly rapid progress in Japan. 


18 Cf, Far Eastern Survey, Vol. VII, No. 13, pp. 149 ff. 
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Far Eastern War Inflation 
In addition to the continuous increase of the Government’s net 
indebtedness with the Bank of Japan, this institution began now 
to issue fractional currency notes on behalf of the Government, 
which served to swell the total of monetary circulation. 

Moreover, the inflationary process in the yen bloc area began 
toward the end of the first stage of Japan’s war inflation and 
gained momentum during its second stage. Both the newly-estab- 
lished Federal Reserve Bank of Peiping, and the Central Bank of 
Manchou increased their note circulation rapidly, in order to lend 
funds to the puppet governments of Manchuria and North China 
for their deficit and their investments. As, for reasons of prestige, 
the free exchangeability at par between the Japanese yen and its 
subsidiary currencies could not be abandoned, the discrepancy in 
the price levels in Japan, on the one hand, and in continental yen 
bloc areas, on the other hand, broke through the administrative 
restrictions placed on exports to the yen bloc. Although these re- 
strictions were effective for quite a few specific commodities, the 
flow of trade from Japan to the continent continued to broaden, 
with no substantial payments beyond documents of indebtedness 
and ownership, of dubious realizable value. Moreover, as the appar- 
ent attractions of trade with the yen bloc increased, the Japanese 
authorities were subjected to continuous pressure by influential 
business groups advising them to relax their restrictive policies. 
In these efforts, Japanese exporters were naturally assisted by the 
yen bloc authorities themselves, who were forced, through lack of 
foreign exchange, to rely well-nigh exclusively on Japan, while 
Japan tried, quite against the vassals’ interests and views, to stem 
a development favored by and forced upon the latter. 

Against this background, the subsequent data must be inter- 
preted. From mid-July, 1938 to mid-September, 1939 the issue of 
fractional notes increased from ¥14.5 to ¥170.7 million, while 
Government net indebtedness with the Bank of Japan increased 
from 797 to ¥1,160 million. While during the first twelve 
months of the war the average monthly addition to Japanese 


14Tn calculating the net indebtedness, the “reserve for Government fractional notes” 
has not been included among the Government deposits, as it is clearly an item of 
no material significance, being simply the result of an accounting procedure chosen 
to disclose the total circulation of the fractional notes. 
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monetary circulation totalled about ¥30 million, it rose to ¥y 
million during the following 14 months. At the same time, ¢. 
pansion of the continental note issues progressed very rapidly, 
From July, 1937 to July, 1938 the Central Bank of Manchou note 
issue had risen from M¥ 181 million to M¥ 274 million, a monthly 
average of nearly M¥ 8 million. At least part of this increased 
circulation was issued for use in North China, where the Man. 
chukuo note circulation was reduced only in the second half of 
1939. From July, 1938 to September, 1939 however, the note issue 
of the Central Bank of Manchou rose to M¥ 420 million, 2 monthly 
average of more than M¥ 10 million. 

This increase of the circulating medium in Manchukuo was 
reflected in a very rapid and very stiff rise of prices which gained 
momentum around the middle of 1938. Until that time, and 
before Japanese exports to Manchuria were first restricted, Man- 
chukuo and Japanese prices had been roughly in equilibrium, 
with the Manchukuo price level lagging behind that of Japan 
until the end of 1937 and catching up rapidly during the first six 
months of 1938. After July, 1938 prices tended downward in 
Manchukuo, paralleling the simultaneous tendency in Japan. How- 
ever, in November, 1938 a turning point was reached, and prices 
have climbed rapidly since, reaching roughly twice their 1936 level 
in the spring of 1940. 

This movement exceeded the upward swing of Japanese prices 
during the same period. The reason for this upward movement of 
a very special character lay partly with the proportionately more 
excessive creation of fiat money in Manchuria. Partly, it was the 
result of the new artificial barriers established between the Japanese 
and the Manchukuo markets. Partly, it was the result of Man- 
chukuo’s commercial relations with North China, where the Fed- 
eral Reserve Bank of Peiping had begun to issue fiat money 
in large and rapidly increasing amounts most of which, it seems, 
were needed to cover all kinds of government expenditure for 
which no current revenue was available. Ever since this institution 
originated its new currency, North China prices have rapidly 
risen. This rise in North China prices naturally affected the price 
level in contiguous Manchukuo, whose currency notes were ac- 
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Far Eastern War Inflation 
tually circulating at par with the new North China currency. 
Even though the price rise in North China seems to have been 
even stiffer than that of Manchukuo, it is pulling the latter along, 
and the lag of Manchurian price rises has never been considerable. 
Via Manchukuo, however, the Japanese price level is affected, 
and it is probably no exaggeration to say that the inflationary 
processes on the continent are now of little less importance in 
their bearing on Japan than the Japanese inflation itself. 

How little forethought is being applied to the construction of 
the yen bloc is well illustrated by the gold policies of the various 
units. In the Japanese Empire and in Manchukuo an official gold 
price has been fixed—nearly equal in both countries—and their 
Central Banks have been granted the exclusive right to purchase 
newly-mined gold. In North China, however, nothing similar 
has even been attempted. Accordingly, the free gold market in 
North China is quoting gold prices, in terms of Federal Reserve 
yuan, according to the movements of the Shanghai gold bar ex- 
change and the smaller Tientsin market, and the discount and/or 
premium quoted for Federal Reserve yuan, in terms of Shanghai 
dollars. The result has been a vast amount of gold smuggling from 
Manchuria to North China. This in turn has yielded large profits 
not only to a few isolated smuggling enterprises, but to the gold- 
mining industry of Manchuria. While the official Manchuria Gold 
Mining Co. has languished, as it could not very well participate 
in the illicit gold business, the number of other corporate gold 
producers in Manchuria has rapidly increased. With the continu- 
ous decline in the foreign exchange value of the Shanghai dollar 
and the Federal Reserve yuan, this gold-smuggling business has 
become so profitable that it has also spread to Korea, and recently 
the export of gold articles from Japan to the Continent had to be 
prohibited to stop Japanese participation in the gold market of 
North China (thus far legal), where gold can be sold at about 
four times its value in terms of yen, as measured against the of- 
ficial gold prices of Japan and Manchukuo. 

Despite all the prohibitions of Japanese exports to the continent, 
the progress of Japanese capital investment in Manchuria and 
North China, and the attraction to Japanese traders of the high 
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Pacific Affairs 
prices prevailing in the satellite areas have combined to cause , 
continuous rise in Japanese exports to the yen bloc. Despite the 
raw silk boom and the incipient war export business of Japan, 
exports to free countries from Japan, in the second half of 1930, 
did not recover sufficiently to reach the 1937 level in terms of yen, 
but exports to the yen bloc were worth two and a half times as 
much as in the second half of 1937. During the first half of i939, 
their share in the total of Japanese exports was 49.9 per cent, 
Restrictions on exports to the yen bloc, newly imposed in Sep. 
tember, 1939 were soon relaxed, and it would be hardly surprising 
if these exports should go on increasing while the yen bloc in. 
flation lasts. 


N SEPTEMBER, 1939 war broke out in Europe. The results were 

serious for Japan, not only in politics but in economic life, 
Manchukuo was virtually cut off from the European market, a 
mere trickle of goods taking the place of the broad flow of Man- 
chukuo produce which formerly went to Europe. Although Japan 
could, during the first four months of the war, expand its own 
exports sizeably, much of this expansion is likely to prove ephem- 
eral. The withdrawal of European shipping from Far Eastern 
waters and the resulting freight increases probably represented a 
burden to Japan commensurate with the profits derived from the 
use of its own mercantile marine in foreign waters. Moreover, 
prices of such goods as Japan now buys abroad rose fairly sharply. 
The raw silk boom proved transitory, and in May, 1940 silk prices 
were below the level of May, 1939. In addition, import restrictions 
in British and French Dominions and dependencies grew more 
decisive as the war dragged on and its cost was increasingly felt, 
while the decline of the Anglo-French currencies handicapped the 
business of the Japanese merchant who had now to calculate in a 
dollar-pegged yen. 

To overcome such obstacles and to establish a firm basis for 
the valuation of the yen abroad and at home, the Japanese Govern- 
ment had allowed the yen to decline by about 20 per cent of the 
dollar parity maintained before the outbreak of the Sino-Japanese 
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Far Eastern War Inflation 

war. This decline of the yen resulted in a great wave of speculation, 
affecting especially the raw silk market. On account of the large 
American raw silk consumption, raw silk was considered a good 
hedge against inflation and the depreciation of the yen. 

While the yen depreciation made the Japanese traders aware of 
the preceding and continuing inflation, the Japanese Government 
considered the devaluation of the yen in terms of American dollars 
as a welcome opportunity to align Japanese prices with inter- 
national prices, and on September 18 a “stop-price” ordinance was 
issued which tried to freeze all prices for goods and services at the 
level reached at the time. However, prices refused to be frozen. 
Despite the slowing-down of production during the winter of 
1939-40, even the price indices continued to rise, especially after 
rice and tobacco prices were raised by Government action in No- 
vember, 1939. Moreover, during the last four months of 1939, and 
early in 1940, the number of illegal transactions increased rapidly 
in Japan. While ever since the initiation of price control in the 
summer of 1938, there was a tendency for illegal transactions to 
increase, they now grew into an avalanche challenging the police 
and the courts with a state of affairs which could no longer be 
handled adequately with the means at their disposal.’® Gradually 
the control authorities gave way to the stubborn insistence of the 
traders on keeping to their evil and illegal ways, and the slight 
approach made toward a price equilibrium between Japan and 
the United States, in September and October, 1939 was nullified 
in the following months. 

The reasons for this continuous rise in prices are obvious. The 
Japanese Government’s net indebtedness with the Bank of Japan 
and the issue of fractional notes continued their rise, at a quickened 
pace. In the middle of March, 1940 the former totalled no less 
than ¥1,675 million, the latter ¥245 million. During the first six 
months of the European war and of the lower dollar exchange 
value of the yen, the average monthly issue of Japanese fiat money 
had been close to ¥98 million, or more than three times the monthly 
increase during the first stage of Japanese war inflation, and more 
than two and a half times its increase during the second stage. 


19 Cf, Far Eastern Survey, Vol. IX, No. 19, pp. 121 f., for the statistical data. 
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Meanwhile, the continental currency chaos entered upon a new 
stage. When the Chinese dollar began to decline in June, 1939 the 
discount at which Federal Reserve notes had been exchanged for 
Shanghai currency disappeared and was replaced by a premium, 
However, with the outbreak of war the Shanghai dollar gained 
new strength from the return of Chinese flight capital to the safety 
of Shanghai, especially from Hongkong. Moreover, the rising 
scale of industrial profits in Shanghai led to a boom of considerable 
dimensions, offering vast investment possibilities, and new manu. 
factures for export proved highly profitable under war-time con. 
ditions.’® 

However, the basic reason for the Chinese dollar’s weakness was, 
of course, not eliminated. During the last six months of 1939 the 
currency issue of the four leading Chinese banks rose by Ch. $535 
million—nearly Ch. $90 million per month. Nor is there any 
reason to think that in 1940 this continuous currency expansion 
has come to a halt. In addition, there have undoubtedly been 
various subsidiary issues of currency about which no details are 
being published. 

The full extent of this inflationary movement is no longer prop- 
erly reflected in the Shanghai quotations of the Chinese national 
currency. Since transportation facilities in China have become 
restricted, the Chinese fiscal authorities have seen fit to forego 
the advantages originally derived from the restrictions of their 
sovereignty, and a vast complicated system of exchange control 
has been forced upon the insufficient economic resources of Free 
China, with general price control measures—for which the coun- 
try is obviously not ripe—looming dangerously close. All kinds 
of barriers to international trade were established by currency 
regulations issued in Chungking, and their outstanding results 
so far seem to be the nearly total suppression of all private foreign 
trade business—exporters being unable to trade at the official rates 
of exchange decreed by the Chungking authorities—and the de- 
velopment of a premium on Shanghai currency in the provisional 
capital of the Chinese Government. At times this discount has 

16 Cf. Far Eastern Survey, Vol. Vill, No. 22, pp. 261 f. For the Shanghai boom, 
see note 3, above. 
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Far Eastern War Inflation 

been reliably reported to have amounted to 35 per cent. Such a 
premium for the transportation of currency notes from “Free 
China” across the thinly held fronts to Shanghai could scarcely 
fail to attract considerable illicit business in currency smuggling 
from the West to the seacoast of China, and to counteract such 
business, the Chungking Government is said to have stopped its 
output of currency notes of larger denominations. 

While this went on in Free China, both Manchukuo and North 
China were visited by natural disasters which reduced their crops 
far below normal. Their inflation, however, continued, and by the 
end of 1939 the circulation of newly-issued fiat money in North 
China reached 440 million yuan,’* while Manchukuo’s monetary 
circulation climbed to M¥ 670 million. Prices continued, of course, 
to rise. In North China, famine and near-famine conditions de- 
veloped on a very large scale, while Manchukuo, because of its 
nearly complete loss of all non-Japanese and non-Chinese markets, 
began to suffer from a foreign exchange shortage more serious 
than at any other time. 

This led the authorities of both regions to attempt to offer their 
fiat currencies in exchange for the Shanghai dollar, the dollars 
purchased being converted into foreign exchange in the Shanghai 
market to pay for commodities imported for the use of the northern 
areas. The transitory strength imparted to the Shanghai dollar 
for a few months after the outbreak of the war in Europe assisted 
these plans, even though the Anglo-Chinese Exchange Stabilization 
Fund intervened to keep the rates down and to acquire new 
foreign exchange resources for itself. Late in 1939 the Federal 
Reserve yuan began to decline, and early in 1940 it fell sub- 
stantially below the Shanghai dollar. This sharp fall in the external 
value of the Federal Reserve currency forced the North China 
authorities to lift their price control measures, especially as far 
as food prices were concerned, and food prices rose rapidly 
throughout that area. In mid-February, the Manchukuo produce 
monopolies raised their purchase prices for cereals and soy beans, 
as they proved too low to attract a sufficient supply from the 


1 This figure includes the issue of Inner Mongolia. It seems, however, as though 
in North China, there is distrust in the truthfulness of these statistics. 
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Pacific Affair; 
countryside, and as the authorities began to fear their low-price 
policy might have a damaging effect on the production of 1940, 

With the Shanghai dollar being steadily undermined by the grow. 
ing flood of paper money, it was obvious that this added pressure 
could not be withstood for very long. Actually, the Shanghai dolla; 
began to decline in February, 1940 and in May, 1990 it fell below 
U. S. $0.05, or less than one-sixth of its pre-war parity. 

On the other hand, the intimate relations established between 
the Manchukuo and North China currencies and the Chines: 
national currency via Shanghai, have now established a curiou 
unity of the Chinese currency and exchange markets. The issues 
of fiat money manufactured in Hsinking, Peking and Chungking, 
and in a vast number of other places both in “occupied” and in 
“free” China, can be converted freely into foreign exchange only 
in the Shanghai market. As the yen bloc countries cannot supply 
their import needs without having recourse to offering their own 
tokens for the national currency of China, they are forced to de. 
press the exchange value of these tokens below that of the Shanghai 
dollar, whenever they wish to purchase substantial amounts of the 
latter. As, however, in the second stage of the transaction, the 
Shanghai dollar is offered for foreign exchange, its value is bound 
to be reduced in terms of foreign exchange, the more so as its 
supply is continuously expanding. As long as the yen bloc pur- 
chases via Shanghai, the yen bloc currencies and the Shanghai 
dollar drag each other down. 

On the other hand, the maintenance of a parity link between the 
yen bloc currencies and the Japanese yen tends to sharpen the effects 
of Japan’s own inflationary process. Their rising, Shanghai-based 
price level attracts Japanese goods, the seeming prosperity of infla- 
tion-fed Japanese business in Manchuria and—to a minor extent— 
North China attracts Japanese capital, with more emphasis on 
equity capital now than at any other phase, and the flow of goods 
follows the flow of funds. Thus, while the Japanese process of 
inflation is gaining momentum, the yen bloc inflation does not 
fail to assist the Japanese authorities in undermining the intrinsic 
value of the yen. Indirectly, the Japanese yen itself is linked via 
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Far Eastern War Inflation 
the yen bloc to the erratic downward movement of China’s national 
dollar, as expressed in the Shanghai quotations. 

In this great financial and industrial center, the war finance of 
the Far East is gauged and measured by an international crowd of 
currency speculators who weigh daily all the implications of rumor 
and fact, and the average of whose opinion, expressed in the 
sterling and dollar quotations of the Shanghai “fapi” reflects the 
movement of real, as distinct from legal prices for commodities 
and services as influenced by Far Eastern war inflation, not only in 
Shanghai itself and in Chungking and Kunming, but also in 
Peiping and Tsingtao, in Hsinking and Mukden, in Dairen and 
Tokyo. 

The influence of this inflation on the standard of living in the 
Far East is difficult to measure. However, Shanghai real wages 
have declined to considerably less than their pre-war level, prob- 
ably at best somewhere between one-half and two-thirds of the old 
level, which was already frightfully low. Yet the Chinese worker 
in Shanghai is probably still more fortunate than his fellow-citizens 
who have to live under the depressing conditions of Japanese mili- 
tary occupation. In addition to his wages, he has in Shanghai a 
modicum of personal security which may well be expressed in a 
discount on his income. 

On the whole, there is little doubt that similar declines of living 
standards have been experienced all over the belligerent countries 
of the Far East. This is well in accord with the experience of other 
classical inflations. In this specific instance the basis of inflation, in 
the Far East as elsewhere, has been the need of Government treas- 
uries for funds which could not be raised from the public by 
ordinary methods of borrowing and taxation. The results so far 
have been like those observed in other times and countries: misery 
for the bulk of the populace, distortion of business judgment and, 
accordingly, distortions of investment, and a general decline in 
economic efficiency. Added to the destruction of life, property and 
social organization, as caused directly by the war, these factors 
have already led to a substantial degree of impoverishment among 
no less than 600 million people, fighting a war which may not end 
in victory for either belligerent. 
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Mosiuizinc Civittan America. By Harold ]. Tobin and Percy 
W. Bidwell. 1940. pp. 276. $2.75. 


WV wren by two trained observers and authorities on 
political science, this book is especially timely in view of the present 
world situation. It is a clear and concise account of the development 
of an American war-organization in 1917-18, painfully, against great 
obstacles, due to the American form of government and the lack of 
appreciation of the necessity of coordinating all the resources of 3 
nation when it engages in a major war. 

In an autocracy, coordination is simple. Those who do not coordinate 
are promptly liquidated. In a democracy, the situation is far different 
since the basis of all governmental action must in the long run be 
the will of the people. 

The industry of a democratic nation is, in normal times, a matter 
of free and individual enterprise. The transfer to governmental control 
in time of war is difficult and complicated. Yet it must be done. 

The Plan for Industrial Mobilization of 1939 is the essence of many 
years of intensive study on the part of those charged with its preparation, 
and while incomplete in some respects, due to matters beyond their 
control, it is an excellent foundation on which to erect the necessary 
war-time organization for mobilizing America’s resources. 

It would appear to the writer that there was lacking in World 
War I a superstaff, or advisory body to the President, who could study 
the trends of the war, and advise on probable future requirements oi 
men and material. Thus, some reliable observers felt in July, 1918 that 
the defeat of the German army was to be realized in a few months. 
Yet the recruiting and transport of troops to Europe continued up 
to the Armistice. Had recruiting and transport been stopped in July, 
which it is believed the situation warranted, hundreds of millions of 
dollars would have been saved. 

Demobilization and the resumption of an orderly peace time routine 
are also major problems and should receive careful study. It is a hollow 
victory if a nation finds, after the peace treaty, that it has become a 
bankrupt, totalitarian state. 

H. E. 
Rear Admiral, U.S.N., Retired 
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Book Reviews 
Japon EN LA ARGENTINA. By ]. Rodriguez Goicoa. Buenos Aires: 
Union Industrial Argentina. 1938. pp. 215. 


i” is the protectionist retort of the Argentine Industrial 
Union to a report (El Comercio Argentino en Extremo Oriente) issued 
in 1936 by a semi-official commission appointed on June 8, 1934 to 
study the question of a trade treaty with Japan. The author takes 
issue with the Commission’s endorsement of a trade agreement, 
predicated largely on the thesis that Argentine must buy from those 
countries that buy from it, and that sell to it on the best terms. The 
book points out the unfavorable Argentine balance in trade with Japan, 
the lack of realism in any expectation of equilibrating that trade and 
the threat to national industrial progress implicit in the Commission’s 
emphasis on the importance of buying at low prices. These low prices 
are termed “una venta de trabajo” (a sale based on the sacrifice of 
the worker). 

What can Argentina sell Japan? How do Japanese imports affect 
Argentina’s industries and their expansion? Do these imports fill gaps 
in Argentine production or do they bring about an unfavorable 
competition? Would not bilateralism in this instance prove a ques- 
tionable good, since the lack of gold reserves in Japan would mean 
barter, with all the restrictiveness of such dealings? These questions 
are analyzed with considerable statistical detail. 

The point is made that the Commission’s optimism rests on a 
fantastic hypothesis contingent, in the case of food, upon the evolution 
of tastes in Japan away from fish and rice, and in the matter of 
industrial raw materials (wool and cotton) on the redirection of estab- 
lished trade channels. 

Meat and wheat, which Argentina could sell to Japan, form but 
a small fraction of the diet of the average Japanese. Reference is made 
to a food budget given in Isoshi Asahi’s book, The Reason for Japan’s 
Commercial Success, in which out of a total expenditure of ¥31.29, 
barley and wheat account for but 0.11 yen and meats for 0.97 yen. 
These commodities, in the limited quantities which would appear as 
items in Argentina’s total trade, are moreover part of a well-entrenched 
trade with China, Manchukuo and Australia. 

Cotton and wool are less problematic. In 1933 and 1934, they 
formed go per cent of the imports into Japan which could be replaced 
by Argentine products. However, the author reduces to absurdity the 
notion of even approaching a balance between the quantities of Japanese 
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Pacific Affairs 
cotton and woolen textiles brought into Argentina and the amount 
of Argentine cotton fibre and wool exported to Japan. Equilibrating 
this trade would mean a shift to Argentina of purchases made }y 
Japan from other countries, with which it has trade agreements, 
Argentina would, in turn, find it necessary to ship to Japan fibre 
sold to England, Germany, France, the Netherlands, etc.—countries 
that are its best customers. The chances of cutting into the wool trade 
are slight indeed, for primacy in quality will belong to Australia fo; 
some time to come. 

The development and potentialities of Argentine national industries 
are reviewed and much stress placed on the fact that they use only 
30 per cent of the cotton and 1o per cent of the wool produced ie 
the country. The solution, therefore, to the question posed in the 
Commission’s report lies not in a frantic search for larger foreign 
markets but rather in the expansion of the home market through 
greater industrialization. The new economic policy based on balanced 
trade and preferential treatment lays emphasis not on the export 
market but on a balanced internal development. Import duties, cur. 
rency depreciation, and the exchange control in effect since 1931 have 
stimulated industrial expansion, increased the consumption of domestic 
raw materials, and lessened competition with Japanese commodities 
which, on occasion, have sold for as little as half the price of national 
wares. In his conclusion, the author urges the continuance of Argentine- 
Japanese trade but also of adequate protective barriers. 

Only an unusual circumstance, it is argued, such as the Australian 
reprisal for Japan’s decreased wool purchases, could cause Argentina to 
figure significantly in the present Japanese trade. Not even the in- 
creased exports to Japan consequent upon the Brussels Conference of 
1936 are to be taken as a barometer of the permanence of this trade. 
It was the threat of a boycott by the conferring countries (which 
absorbed 61 per cent of Japan’s exports and 70 per cent of its im- 
ports) that led Japan to attempt a shift of its purchases away from 
those who could effect such a boycott. Latin America, in this scheme, 
provided but an alternative source of supply and yet another market. 

While there is validity in the argument urging expanded domestic 
manufacture, it is not at all clear from the facts presented that none 
of the trade shifts can remain permanent. The book, however, was 
written before the present European war. It is highly probable that 
the many trade dislocations due to the war will thrust the Latin 
Americas somewhat permanently into the Pacific and in the direction 
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Book Reviews 
of continued barter dealing. By a curious and unintentioned sequence 
of events, the abrogation by the United States of the rg11 trade 
treaty with Japan, the breaking off of the reciprocal trade discussions 
between Argentina and the United States, the uncertainty as to the 
efect of the war upon Argentine-European trade, have added the 
force of immediacy to the arguments of the rural (particularly meat) 
interests and of the Commission. The new barter agreement by which 
Japan is to receive wool, frozen and canned meats and casein gives 
Japan special concessions in the matter of prior permits as applied to 
the shipment of chemical products, iron, steel and electrical manufac- 
tures, most of which have, in the past, come from the United States 
and from Europe. 
Anita BrapLey 
San Francisco, June 1940 


Japan’s Case Examinep. By Westel W. Willoughby. Baltimore: 
The Johns Hopkins Press. 1940. pp. x + 237. $2.50. 


, book on Far Eastern issues by the author of Foreign 
Rights and Interests in China (1920, 1927), China at the Conference 
(1922) and The Sino-Japanese Controversy and the League of Na- 
tions (1935) will be opened with interest by all students of the 
Pacific. An objective analysis and appreciation of Japanese claims today 
is essential to any Pacific settlement for which the course of events 
in Europe and in Asia may provide. That Professor Willoughby set 
out to make his examination reasonably short, that he has cast it in a 
form suitable for the general reader and that he has added two 
chapters on “Far Eastern Policies of the United States” and “The 
Significance to the World of the Conflict in the Far East” suggest 
that he is aware of the increasing demand for thoughtful and stimulat- 
ing books on American foreign policy in the Pacific. To the present 
writer, however, it seems that Japan’s Case Examined is likely to 
revive controversy regarding the past rather than to throw light upon 
the future. The Case Against Japan would have been a more accur- 
ately descriptive title for a book which has been designed to reveal 
and to emphasize the weaknesses in the case for Japan rather than 
to attempt a sympathetic examination of Japanese claims. 
Professor Willoughby, it is true, has protected himself against any 
charge of unsympathetic treatment by emphasizing that impartiality 
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Pacific Affair; 
is difficult for him because “for a considerable number of years he has 
been employed by the Chinese Government as an adviser or technica) 
expert and, at present, is serving as adviser to the Chinese Embassy 
at Washington, D. C.” He does not disguise the fact that he js jp. 
troducing the reader to an ex parte statement. As far as it goes, this 
statement would seem to be accurate; many will find it convincing as 
a condemnation of Japanese policy during the last decade. In the firs 
chapter, Japan’s actions in China since 1921 are reviewed in outline: 
in the second, the several “pleas in justification” put forward by 
Japanese spokesmen are stated and rejected. To a reader in the year 
1940, when events are moving with tragic rapidity, usually with com. 
plete disregard for the formalities of international law or for inter. 
national morality, there may seem to be a certain air of unreality 
about the juristic character of some of this discussion. “From the 
standpoint of international law or morality,’ no country is indeed 
“justified in invading another country” to serve what the invader 
rightly or wrongly deems to be his economic interests. But more con- 
sideration than this should surely be given to the economic interest 
of Japan in securing a share in foreign markets, in countries other 
than China, if a permanent settlement is sought in the western Pacific, 
It is no condonation of Japanese action in Manchuria or in China 
proper to insist that this consideration was not given by other Powers 
before 1932 or to suggest that any present-day examination of Japan’ 
case should pay more attention to the claim of access to markets as 
well as to raw materials than Dr. Willoughby has seen ‘fit to pay in 
his second chapter or in a brief return to the discussion, on pp. 
117 $qq., of “Japan’s claim to rights of trade or of economic exploit 
tion based upon her economic necessities.” 

The tone having been set by the first two chapters, Dr. Willoughby 
devotes a third to analyzing statements of “Japan’s Real Aims as 
Avowed” from 1934 to 1939, and to explaining the international 
reaction, especially in the United States and Great Britain. This 
chapter brings together much useful material hitherto available only 
in different places. The fourth chapter, contrasting “Japan’s Monroe 
Doctrine” with the original will also be read with interest. It in- 
cludes a reprint of some pages from the author's The Sino-Japanese 
Controversy and the League of Nations. Dr. Willoughby then allows 
himself two more speculative chapters on possible interpretations of 
Japanese imperialistic ambitions and the contents and authenticity of 
the famous “Tanaka Memorial” of 1927. 
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Book Reviews 

The two concluding chapters relate the Sino-Japanese conflict to 
international affairs in general and to American foreign policy in 
particular. They are a useful reminder not only that the Far Eastern 
-onflict assisted materially in the deterioration in international relations 
throughout the world, but that its course may now be influenced by a 
European conflict which is world-wide in its repercussions. The reader 
may justifiably turn to these two chapters anticipating a stimulating 
discussion of current trends relating American policy in Europe and 
in the Far East; but he is likely to be disappointed. The treatment 
in Chapter Seven on “The Far Eastern Policies of the United States” 
is perhaps the least satisfactory in the book. As in previous chapters, 
there is a very useful summary, including official declarations of prin- 
ciples and policies adopted by the United States and various forms of 
action taken to implement them, to assist China by loans, by the 
“moral embargo” on the export from the United States to Japan of 
airplanes, airplane parts and plans, and by the termination of the 
Trade Treaty of 1911. The author then goes further. He is confident 
that, while “general public opinion in the United States did not at 
the time dominantly rally to the support” of the implications of the 
Roosevelt Administration’s policy of 1937-38, it has since been “steadily 
if slowly advancing,” and the American people are ready “to support 
an embargo upon the export of implements of war including scrap 
iron and high grade aviation gasoline to Japan.” Here Dr. Willoughby 
gives no indication of the powerful American interests which have 
persistently opposed action (as distinct from gestures) likely to be 
harmful to the good customer, Japan, or of the strength of the pacifist 
opponents of Japanese policy who have declined to support an embargo 
or any action which might conceivably imply a threat of war between 
the United States and Japan. Nor does he give any indication that 
there is an influential group of American scholars—of which Professor 
A. Whitney Griswold may be cited as a recent vigorous representa- 
tive—whose interpretation of the role of the United States in Far 
Eastern affairs is entirely opposed to that of Dr. Willoughby. 

One further criticism may be ventured, with some hesitation and 
with all due respect, by an Australian reviewer who is mindful that 


| his first-hand acquaintance with the American scene dates back only 


to January, 1940. Dr. Willoughby’s analysis of American Far Eastern 
policies, which, according to a note in the text, was reprinted from 
an issue of The American Journal of International Law as late as 
April, 1940, gives no hint of the far-reaching effects which develop- 
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Pacific Affairs 
ments in Europe had then already begun to have on the American 
people’s approach to Far Eastern questions. The manner in which 
the thinking of many Americans on western Pacific affairs was being 
colored and the extent to which it might be confused still further 
by rapidly moving events in Europe were evident to a foreign visitor 
as early as February and March. The potentially dominating influence 
of Europe upon the foreign policies of the United States has since 
been made all too clear by the American reaction to Scandinavian 
developments in April and to the May Blitzkrieg in western Europe, 
It is more than a little surprising that no hint of such complicating 
influences upon the Far Eastern policies of the United States is given 
by so experienced and so well-informed an observer as Dr. Willoughby, 

Frep ALEXANDER 
New York, June 1940 


Kopo: THe Way or THE Emperor. 4 Short History of the Jap. 
anese. By Mary A. Nourse. New York and Indianapolis: Bobb; 
Merrill. 1940. pp. 350. Ill. $3.50. 


he 1s unfortunate that both the publisher and Miss Nourse her- 


self, in her introduction, try to make so much of kodo, the way of the 
Emperor. For the title of the book serves merely to highlight the fact 
that the way of the Emperor has practically nothing to do with Jap- 
anese history as outlined by Miss Nourse. What is perhaps more un- 
fortunate is that there is no central idea, kodo or any other, about which 
the book is constructed. It is in fact a popular condensation of tradi- 
tional histories of Japan, heavily weighted on the political side. 

The book is based solely on English sources. Where the available 
Japanese primary sources are few and have been rendered into English, 
the discussion is excellent. In the first of the three sections, that on pre- 
feudal Japan, Miss Nourse makes detailed use of the early Japanese 
chronicles, the Kojiki, Nihongi and Shoku Nihongi, and the result is 
a highly compact and factual, yet easily readable summary which ranks 
among the best available. The second section, on feudal Japan, is not 
far below this standard, but the last, on the Westernization of Japan, 
does not cope adequately with the vast amount of material which must 
be taken into account. 

In the latter two sections, particularly, there is either a lack of recog- 
nition of, or a disinclination to deal with, larger problems. While there 
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Book Reviews 
is a chapter entitled “The Samurai Lose Caste,” there is no real analysis 
of that development and its causes, particularly of the reasons for the 
growing indebtedness of the lords and their retainers to the merchants. 
More striking is a relatively long account of modern Japanese im- 
perialism with practically no discussion of the motives and interests 
involved. 

Kodo is a useful book. Its compression of a great number of facts 
into a connected, interesting narrative contrasts favorably with the vague 
generalizations of the usual introductory volume. But its limitations are 
sharply defined; difficulties of language and source material, and an 
inability to deal with important fundamentals, restrict its use to the 
introduction of Japanese history to the layman. It is a book of acquaint- 


ance but hardly one of understanding. 
THEODORE COHEN 


New York, May 1940 


Livinc 1n Tokyo. By Katharine Sansom. London: Chatto and 
Windus. Toronto: Macmillan Co. of Canada, Ltd. 1937. pp. 185. 


15/- 


\ \ nat is it like to live in Tokyo?” That was the question 
friends and relatives asked Lady Sansom, the wife of Sir George Sansom, 
commercial attaché to the British Embassy in Tokyo for thirty years and 
well-known writer on the cultural history of Japan. In answer to it she 
wrote a book. A book not only delightful with its humor and liveliness 
but also amazingly true in all of its details. 

One has become so much used these days to expect nothing but pas- 
sionate generalizations for or against Japan and its people that it is 
indeed a joyful surprise to come across such a depth of understanding 
both sympathetic and critical. “The only way to understand the Japa- 
nese,” says the author, “Is presumably the only way to understand any 
people, through sympathy and consequent liking.” No better proof of 
the truth of this statement could be found than this book itself. 

Since Tokyo is not merely a city, but the cultural and social center of 
Japan, it is in reality a very up-to-date picture of the country as a whole 
that you get in this work. You see how it is absorbing more and more 
of the West, yet how tenaciously it clings to its past. This picture of the 
old and new Japan the author gives entirely from its intimate side. No 
figures, no statistics—instead she lets you live with her in Japan. You 
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get acquainted with her servants and their problems. You familiariz, 
yourself with Japanese cooking, gardening and fishing. You are taken tp 
entertainments, weddings and mountain climbing. And through all of 
those casual pictures you sense the author’s broad cultural background 
and sound philosophy from the top of which she views the whole with 
serene and amused eyes. 

For Lady Sansom is fitted with an unusual power of psychological ip. 
sight and an equally developed sense of humor. These go far to reach 
the inner life of the people among whom she has lived so long. The pro. 
verbial grim reserve of some Japanese does not deter her. The mysteries 
of certain Japanese ways do not distress her. She is persuaded that there 
are common grounds on which all human beings can meet, and that 
therefore there must be natural causes, either geographical, social or 
psychological, to even the most puzzling customs. Those causes she 
usually detects to a surprising extent, and delights in doing so. To 
achieve it, she does not hesitate, when occasion arises, to “go Japanese” 
all the way through. She goes and bathes with the common people at a 
mountain place. When a series of disasters overtakes her household, she 
agrees to going to the temple to make offerings in order to allay the 
power of the evil and the anxiety of her servants. 

Of course at times the mysteries are too great even to her. But then, 
she does not fret or draw hasty conclusions. She merely lets them be with 
the following good-natured comment: “One simply has to carry about in 
one’s mind that Japan does not fit into expected categories; nothing less 
will save one from endless mistakes and misunderstandings. In spite of 
her cultural debt to India and China, in spite of her Asiatic ethnological 
origins, she is in many respects as unlike those peoples as the most un- 
like Europeans are unlike each other. The Japanese people are quite in- 
dividual, delightfully, maddeningly so.” 

This book needs wide circulation both among the Westerners and the 
Japanese. It will not fail to give lessons to the latter, enlightenment to 
the Westerners, and enjoyment to all. 

Mryeko Mayepa 
June 1940. 


Sovier Hovustnc Law. By John N. Hazard. New Haven: Yale 
University Press. 1939. pp. vi + 178. $2.50. 


a slender volume offers a thorough study of one aspect of 
Soviet law, especially significant for an understanding of the welfare 
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policy of the Soviet state. It is based on a conscientious analysis of the 
published decrees and codes, of cases cited in newspapers and legal 
journals, and on direct observation of Soviet life. Since Soviet law is 
not case law in the American sense and administrative pressure is far 
more important than precedents, the citation of decrees and cases in- 
evitably leaves a considerable area of obscurity in a treatment such as 
this, as the author frankly points out. 

Dr. Hazard’s study is devoted almost entirely to housing law in the 
narrower sense of the rights and duties of the citizen in receiving and 
enjoying dwelling space. One of the most significant chapters (pp. 22- 
37) explains the methods by which the Soviet citizen acquires the “right 
to occupy space.” This right has in the past rested mainly on personal 
status, but since 1937 it has been formulated in written contracts pre- 
scribed by the state (pp. 127-130). While such a right is in theory sharply 
distinguished from a property right under common law, in point of fact 
the ordinary Soviet citizen feels and acts as if it were a substitute for 
property right. This is illustrated by the case of an engineer who refused 
more profitable employment because it entailed giving up an apartment 
rented from the state on the usual Soviet terms and moving to an 
apartment which was owned by the factory administration and from 
which he would be expelled on termination of his employment in that 
factory (p. 101). Plainly, the engineer in this very common instance dis- 
liked not only the diminution of his sense of freedom later to seek 
employment elsewhere, but also felt by implication that the loss of his 
right of indefinite occupancy of a state-owned apartment represented a 
sacrifice of what might be called, for lack of a more precise term, 
“pseudo-property-rights.” However, in his eagerness to assert the absolute 
disparity between Soviet law and common law the author has neglected 
to treat adequately and frankly this and numerous other “property 
overtones” which occur constantly in Soviet practice. Instead of con- 
trasting Soviet housing law with Anglo-American common law, it might 
have been more enlightening to compare the Soviet lease with certain 
manorial tenures, such as the perpetual leasehold. In addition Soviet 
law could have been compared profitably with the emergency laws and 
later housing policy of a city like Vienna during and after the war of 
1914-1918, 

In this study the reader would look in vain for a broad treatment of 
housing policy, apart from housing law. For example, the author pre- 
sents detailed tables used in calculating the rental of rooms without 
various standard conveniences and wholly or partly without daylight 
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(pp. 40-41). It would also be interesting to know what part of Moscow 
housing falls into the various standard and sub-standard categories, and 
what standards are enforced. 

Occasionally the author is so scrupulous in his understatement o{ 
Soviet practice that the reader may be left with an incomplete or mis. 
leading picture of actuality. For example, he notes that the “gener|” 
or “open” cooperatives disappeared early in the 1930’s, when their mem. 
bers failed to meet their taxes (p. 11); it was, however, common know). 
edge in Moscow that the taxes of such cooperatives were arbitrarily 
increased, sometimes a hundredfold during a few weeks, in order to 
provide the administration with a pretext for confiscation of their 
property. Again, in 1937, the administration ordered the more popular 
and common type of cooperatives to repay within six months all Joans 
granted to them by the state or else to surrender their property to the 
Government (p. 17). In emphasizing, quite properly, that this reform 
was intended to promote greater financial and administrative efficiency 
on the “housing front,” the author obscures the fact that, while these 
cooperatives had borrowed both from their members and from the 
state, the state had first claim in recovering its investment and the mem. 
bers were left to share any assets which might remain. One further 
example of this, no doubt, unintentional obscurity is found on pp. 15-16. 
On p. 15 it is inferred that housing conditions have improved under 
the Soviet regime, while on p. 16 the author points out that the average 
housing space in Moscow fell from seven square meters in 1918 per 
person to 4.5 square meters in 1936; even here, however, it is not made 
clear whether this latter figure takes into account the numerous sub- 
tenants or only the direct tenants of the various housing enterprises, 
both state and factory-run. 

E. Mossy 
Cornell University, April 1940 


Great Soviet Wortp Atzas, Volume I, prepared under the co- 
operative editorship of A. F. Gorkin, O. ]. Schmidt, V. E. Motylev, 
M. V. Nikitin and B. M. Chaposhnikov; Director of the Scien- 
tific Editorial Institute: V. E. Motylev; Moscow 1938; Translated 
by Andrew Perejda and Vera Washburne under the direction of 
George B. Cressey. Syracuse University. 1940. $3.50. 


A FEW years ago there appeared the impressive first volume of 
the Great Soviet World Atlas, with which the Soviets made their suc- 
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Book Reviews 
cessful bid for a front place among map-makers. Its subsequent use 
outside the U.S.S.R. has been limited by the language difficulty. This 
obstacle has now been removed for the English-speaking world, thanks 
to the energy and initiative of Dr. George B. Cressey of the Department 
of Geology and Geography at Syracuse University. Under his direction 
the titles, the accompanying descriptive matter and the legends of the 
168 plates of the first volume have been translated and reproduced in 
, form convenient for use with the Atlas, making their wealth of scien- 
tific material generally available. 

The contents of the Atlas were described and reviewed in Pactric 
Aprarrs two years ago, and in other scientific and scholarly journals. 
Nothing of that order is here intended. The new adjunct to the Atlas 
has been competently conceived and carried out, so that the basic in- 
formation in each map can be obtained with no knowledge of the 
Russian language. Some selective power has been exercised—apparently 
in the interests of space—but the eliminations have not been unduly 
destructive. No attempt has been made to translate the place names 
on the maps, which would seem to be a tremendously difficult under- 
taking to carry through satisfactorily. This lack is not so serious as at 
first would appear, since the Atlas places little emphasis on political- 
administrative divisions and is in no sense a gazetteer. Persons likely 
to use an Atlas of this type will in all probability be sufficiently well 
acquainted with the points of major interest to recognize them even in 
Russian dress. 

In view of the basic value of this supplement to the Soviet Atlas it 
hardly seems gracious to cavil. There are, however, some minor in- 
accuracies which could have been avoided. A more generous use of 
space, moreover, would have given a greater clarity, which might have 


more than offset the accompanying increase in cost. 
KATHLEEN 


New York, June 1940 


Tue Economic Lire oF Primitive Propres. By Melville J. 
Herskovits. New York: Knopf. 1940. pp. xxviii + 492. $4.50. 


oe work, by a leading American anthropologist, reviews the 
contribution that his science can now make to economic fact and theory. 
Its chapters range over such topics as work, division of labor, trade, 
money, capital formation, consumption, property, the economic surplus, 
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and the cost of government. The usefulness of applying orthodox eo. 
nomic terminology to so-called “primitive” systems of producing and 
handling wealth is tested out. Through profuse illustration the reader 
can see the great range of possibilities as regards man’s satisfaction of 
his wants, and is in a position to assess the value of working out 
comprehensive science of “comparative economics.” 

The field of primitive economics was for long a happy hunting ground 
in which theorists, who had usually never seen a native, collected garbled 
information from inadequate sources to reinforce dubious hypotheses on 
economic origins or stages of evolution. Modern ethnographic studies, 
however, have exploded the idea that preliterate societies are our “living 
ancestors.” It has been found rather that they have well organized eco. 
nomic and social systems, in their own way highly sophisticated. Primi- 
tive and comparative economics are now coming to have a live place in 
anthropological theory, as this book will show. The natural companion 
volume to this is Dr. Raymond Firth’s recently published study, Primi- 
tive Polynesian Economy. Earlier significant studies that might go on the 
shelf of an economist are Firth’s Primitive Economics of the New Zea- 
land Maori, Bronislaw Malinowski’s Argonauts and Coral Gardens, 
Audrey Richard’s Land, Labor and Food in Northern Rhodesia, and 
Margaret Mead’s Cooperation and Competition among Primitive Peoples. 
F. M. Kegsine 


MicraTION AND EnvironMENT By H. L. Shapiro. New York: 
Oxford University Press. 1939. pp. 594. $7-50. 


V V 1TH the subtitle “A Study of the Physical Characteristics of 
the Japanese Immigrants to Hawaii and the Effects of Environment on 
Their Descendants,” this volume presents the first fruits of an elaborate 
attempt to isolate the influence of changed environment on the inherited 
character of a migrant group. Measurements were taken of Japanese im- 
migrants in Hawaii, of Hawaii-born persons of the same stock, and of 
the immigrants’ kin folk who had stayed in Japan. These measurements 
show that both qualitative and quantitative changes occur in the migrant 
group, and are accentuated in the second generation. 

The nature of the study did not, however, permit a clear-cut conclu- 
sion as to whether or how far the changes in structure observed in the 
migrant group, as compared with the sedent one, are caused by experi- 
ence of the new environment (with all it involves in changed diet and 


« 356» 


Book R 
habits) | 
grants f 
explanal 
tion. Bu 
served i 
Perhaps 
single f 
its arra 
are base 
by Dr. 
questio! 


import 
Lauan 
popula 
with 2 
entire 
author 
“fronti 
In < 
Fijian 
are de 
condit 
histor 
career 
ship, 
munit 
native 
statist 
satisfy 
Un 
comm 
systen 
factor 


£ 


Book Reviews 
habits) or by some selective factor at work in the separation of the emi- 
grants from their families in Japan. The author inclines to the second 
explanation, though he was unable to find a conscious principle of selec- 
tion. But this would not account for the further quantitative changes ob- 
served in the Hawaii-born children of the migrants, especially in height. 
Perhaps the causation of change is complex rather than reducible to a 
single factor or connected set of factors. Hence the present study, with 
its array of the data on which the author’s own tentative conclusions 
are based, may be regarded as a pioneer effort in a new series of studies 
by Dr. Shapiro and others to get closer to one of the most intriguing 


questions in physical anthropology. 
Bruno LaskER 


Fiy1an Frontier. By Laura Thompson. With an introduction by 
Bronislaw Malinowski. New York: American Council, Institute of 
Pacific Relations. 1940. pp. 153. 7 illus. 2 maps. $2.00. 


I. 1s a familiar saying that the size of a book is no index of its 
importance. This brief account of a study in Fiji, made among the 
Lauan Islands, gives special attention to the island of Kambara, with a 
population of about 417. Several other islands in this group were visited, 
with an additional population of about 1,051. The population of the 
entire Fiji group is 198,379. The eastern outlying islands studied by the 
author are marginal, contain few foreigners and so represent the Fijian 
“frontier.” 

In about 150 pages the author gives a satisfying picture of the old 
Fijian way of life and still has space to tell us what these native people 
are doing now to adjust their traditional background to present world 
conditions. The seven chapters range from a glimpse at the traditional 
history of the Fijians, the preparation of the child and youth for his 
career as an adult, an outline of British policy in backing native leader- 
ship, the present economic and social problems confronting the com- 
munity, the inner life of the average Fijian and his Christianization, 
native folk medicine giving way slowly to modern sanitation, vital 
statistics, and finally comments on the folk shortcomings in finding a 
satisfying outlook in the newer order of life. 

Under the caption “Gossip Holds the Whip” the reader may see how 
community opinion, through a partial survival of the aboriginal tabu 
system, minus its former harsh punishments, is still the main disciplinary 
factor in everyday affairs. That family and clan pride tolerate ordinary 
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anti-social acts but restrain them by the pressure of social disapproval 
Courts have been set up by the British to care for crimes and anti-socia| 
acts which the long-suffering community can no longer tolerate. 

The author shows that the philosophy underlying the economic system 
of aboriginal Fiji is still operating as best it can. That this system js 
fundamentally opposed to the British system to which Fiji must somehow 
adjust itself, is presented as the axis of all the important problems cop. 
fronting both parties. A good many surviving primitive societies in other 
parts of the world are like the Fiji in that the distribution of wealth, by 
customs which may be characterized as “soliciting gifts,” gives satis 
faction and prestige. This is always difficult for us to understand, 
especially when phrased as “the richest man in the community is the 
one who has given away the most.” Under such a system goods not 
promptly consumed are in general circulation. As an illustration, the 
author gave a bead necklace to a Fiji girl and watched it as it appeared 
upon the necks of different girls. When last seen it was at the other 
end of the island. We are told that originally this system stimulated 
production in tapa, baskets, ornaments, etc., all of which have declined 
under British resistance to free giving, leaving the women, and to a 
large extent the men, with a lot of idle time on their hands. So the 
author seriously recommends that the Government encourage the revival 
of the system before it becomes extinct. While this seems sensible, there 
are serious obstacles because the economic affairs of the foreigners and 
the Government operate on a different principle and money is begin- 
ning to circulate as payment for surplus food and for labor. Will not 
the native in the end be compelled to go over entirely to the new sys- 
tem? Apparently the author’s answer is that he will, but that in such a 
gradual change the spirit of the people will have been preserved. 

The vital statistics show an increase in population since 1921, and 
curiously enough a marked increase in the excess of females, a condi- 
tion common among the less civilized societies of the world. The most 
baffling problem suggested is that of an educational system so ordered 
as to fit the child into this new, ill-adjusted form of life. The author 
suggests that this education should stress the individual, to free him 
gradually from the older clan rank concept, hoping in this way to 
build up a drive for initiative in creative production, but does not ven- 
ture to outline the necessary school curriculum. 

Crark WISSLER 
New York City, March 1940 
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Tue Earty Empires or Centrar Asia. A Study of the Scythians 
and the Huns and the Part they played in World History. With 
Special Reference to the Chinese Sources. By William Mont- 
gomery McGovern. Chapel Hill: University of North Carolina 
Press. 1939. pp. x + 529. Illustrations, Maps, Bibliography and 
Index. $4.00. 


ye is a notable book, representing a vast amount of research. 
The illustrations are well chosen and the maps aid greatly in making 
dear the historical significance of that belt of grassland and steppe, 
reaching almost from end to end of the north temperate zone of the 
Qld World, with which the author is mainly concerned. 

Dr. McGovern undertakes to describe and discuss the racial, linguistic, 
and early political history of all the principal horse-riding nomadic 
peoples of this area, and he has performed his really tremendous task 
exceedingly well. He has gone directly to the primary, first-hand, and 
as nearly as possible contemporary sources, in a wide variety of lan- 
guages, particularly the Chinese; and he has handled in a most illumi- 
nating way the anthropological, cultural, and military evidence thus 
obtained. 

His book is therefore no compilation of second-hand material, but 
displays a refreshing originality of treatment, a sound interpretation of 
the texts, and a critical insight into a wide range of interrelated phe- 
nomena. Hence the claim made on the jacket, that the work represents 
the first attempt in any European language “to cover as a whole the 
early history of Central Asia from the earliest times (c. 300 B.C.) down 
to the sixth century A.D.,” is amply justified. 

The body of the text comprises 18 chapters, logically grouped in four 
Books, of which the first, “The Aryan Background,” treats of the 
Scythians and Sarmatians and their Indo-European congeners at the 
western end of the intercontinental steppe belt. The three remaining 
Books tell of those Turanian peoples, farther east, especially the Huns, 
who a little later adopted the same general type of culture. The notes 
and supplementary notes, collected at the back of the book, consist in 
all of 66 pages of highly informative reading. There are also a compre- 
hensive bibliography, of 31 pages, and an extended and useful index. 

In its larger aspects, Dr. McGovern’s book pretty clearly demonstrates 
(although nowhere, I believe, does it specifically state) that the recur- 
ring raids and conquests which these steppe peoples have inflicted on 
their neighbors throughout history have been due primarily not to 
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Pacific Affairs 
dessication, with consequent impoverishment of pasturage in the grass. 
lands, but to the emergence every now and then of dominant personal. 
ities, natural leaders of men such as Attila, or in times later than those 
covered by the book, Chingghis Khan and Tamerlane. No doub 
climatic deterioration sometimes facilitated the efforts of such ind). 
viduals, by causing a widespread unrest and readiness for change among 
large groups of steppe peoples; but in the main, here as elsewhere, the 
effect of environment has been permissive merely, not causal or 
mandatory. 

Dr. McGovern’s work also usefully bridges the gap in the career of 
the Huns between the time when, as the Hsiung-nu (about whos 
identification there no longer seems any doubt), they were giving the 
northern Chinese so much trouble, around the beginning of the Chris. 
tian Era, and their catastrophic irruption into Europe, a couple of cen. 
turies later. 

The chief factor in the culture of the nomads, of whatever race, 
which made them such dangerous enemies and successful, if usually 
ephemeral, conquerors and empire-builders, was their use of the horse 
for riding. This point the author makes clear, although he might per. 
haps have told us more of what may be inferred about the way in 
which that animal came to be domesticated in the first place. He agrees 
however with what seems to be the consensus of modern opinion— 
that that important step in culture-history was the achievement not of 
the Turanians, toward the eastern end of the steppe corridor, but of the 
Aryans, at the west. 

Many of Dr. McGovern’s readers will learn with surprise that the 
“northern barbarian” foes of the ancient Chinese, far from being horse- 
riding nomads since remote prehistoric times, only adopted that mode 
of life around 400 B.C. (see text, p. 100). For as archaeology has shown, 
the peoples of Mongolia, like our own Plains Indians before they 
acquired the horse from Europeans, were footmen—hunters and prim- 
itive planters—before they became mounted herdsmen. 

The ancient Chinese, it is true, already had domestic horses as far back 
as around the middle of the 2nd millennium B.C. They used them, 
however, not for riding but for driving, yoked (not harnessed) to 
chariots, exactly as did the Babylonians, Assyrians, Egyptians, Kelts, 
Homeric Greeks, and many other peoples of the ancient Occident. 
Horseback riding and the use of cavalry in war only appeared much 
later, first in the West, then in the East. These two very different uses 
of the horse seem, indeed, to represent two originally quite distinct lines 
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Book Reviews 
of cultural evolution, which the author is rightly careful to point out. 
| fully share Dr. McGovern’s belief (p. 113) that the ancient north- 
western Chinese feudal state of Ch‘in (the author’s “Tsin”) adopted 
from its nomad neighbors on the north the use of mobile horse-bowmen; 
and that to these it owed much of its success in founding the first true 
Chinese Empire, during the 3rd century B.C. I have however found no 
specific statement to that effect in any early Chinese text. This may of 
course be due simply to crass ignorance on my part; but I strongly 
suspect that like my own opinion in this regard, Dr. McGovern’s 
also is based not on any textual evidence but on what appears to be 
inescapable inference. 

The author, in his transcription into English of the proper names that 
have come down to us from or through the Chinese, has not employed 
the Wade system (now practically standard in books written in English), 
but has in its stead used one of his own. This no doubt affords a closer 
approximation to the actual Chinese pronunciation; but it grates a little, 
nevertheless, on ears accustomed to the older and more usual method. 
Thus Dr. McGovern writes “Yueji” for “Yiieh Chih”; “Tsin” for 
“Ch'in”; “Jou” for “Chou” (the famous early dynasty); “Dunghu” for 
“Tung Hu” (the Eastern Hu); “Rung” and “Di” for “Jung” and “Ti”; 
and so on. Such an attempted innovation is almost certain to cause 
confusion and misunderstanding. When one meets, for example, with a 
form like “Jao,” it requires a decided even if momentary effort to 
realize that the author is referring to the familiar feudal state of Chao, 
instrumental in introducing horse-archery into China, toward the close 
of the 4th century B.C. 

Dr. McGovern modestly says (p. vii) that he is sure he has made not 
a few mistakes; but careful perusal fails to reveal any of importance. 
A few very slight ones do however occur. Thus the plow was not used 
in China “from the dawn of history,” (p. 3), but only appeared there— 
most probably as a culture-loan deriving ultimately from the Near East, 
where it was known far earlier—during the latter part of the 4th cen- 
tury B.C., about the time when horse-archery was adopted by the 
Chinese. Again, the precise date of 1122 B.C. which Dr. McGovern 
gives as that of the founding of the Chou Dynasty, although “orthodox” 
and traditionally accepted, has no contemporary or even nearly con- 
temporary evidence whatever to support it; the actual date seems rather 
to have been somewhere around the middle of the following century. 

Such trifling errors, however, in no way detract from the really very 
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great value of the book. It will be a long time before The Early Empires 
o Central Asia is superseded, or even appreciably bettered. 

Cart Wuitine Bisxop 
Washington, D. C., June 1940 


Grastanp Moncoret. By Walter Bosshard. Berlin: 
Deutscher Verlag. 1938. pp. 217. 

Durcn pie STEPPEN DER Moncotet. By Gésta Montell. Stuttgart: 
Union Deutsche Verlagsgesellschaft. n.d. pp. 176. 


Lee it is possible to tell at tl.e first look whether a photo. 
graph was taken by a German or a Hungarian, a Russian or an Amer. 
ican. There is the same kind of difference between books of travel, 4 
Mongol is always a Mongol, but sometimes it is hard to believe this 
when reading about Mongols as described by a German or an American, 
a Frenchman or an Englishman. The two books here reviewed are 
peculiar in flavor. Both are in German, but one is by a Swiss and the 
other is translated from the Swedish original. In addition, both writers 
are men of expert and specialized training—a thing that makes a great 
deal of difference in what a traveller sees, and what interests him. 

Bosshard is one of the best photographers alive. Being a master of the 
camera, the technique of photography does not bother him, and he is 
free to make magnificent pictures that are not just additional to what 
he writes, as are the photographs of so many travellers, but an integrated 
part of his book. Bosshard is also a veteran and very competent trav- 
eller; but in this book he is the journalist taking things easy rather 
than the earnest traveller engaged on a definite journey. He describes 
parts of the provinces of Chahar and Suiyuan, chiefly in 1936—the terri- 
tory of several Chahar Banners, and the Banners of West Sunid, in the 
Silingol League, and Durbet, in the Ulanchab League. This was the 
summer before Marco Polo Bridge. Te Wang, leader of the Inner 
Mongolian nationalists, was still fencing with the Japanese, but already 
as good as in their power. The Chinese, failing to see that the Mongol 
interest was really the same as theirs, would not trust him. Since then 
the Chinese have done much to develop a policy of real alliance between 
Chinese and Mongols; but it might have been done earlier if the Mongol 
initiative had been accepted, and popular Mongol leaders like Te Wang 
and Pao Yii-ch'‘ing (Sain Bayir) would not have been thrown into the 
power of the Japanese. 
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For the most part Bosshard seems to have depended for information 
on the Swedish missionaries and on the famous F. A. Larson; but for a 
while he had with him a very interesting Russian, driving his car; a 
man who speaks excellent Mongol, and who was driver for the Panchan 
Lama when he was in Inner Mongolia. 

One passage in the book is especially interesting to me. The Japanese 
were already not at all pleased to have independent foreigners travelling 
among the Mongols. Bosshard had to keep dodging them, and after he 
returned to Peiping he was summoned to an interview with a General 
Matsumuro who, according to Bosshard, described himself as all kinds 
of an authority on Mongolia. “Even Lattimore,” the worthy general 
seems to have claimed, went to him for information and was innocent 
enough to print what he was told. The odd thing about this is that I 
never knew the general existed until I read about him in Bosshard’s 
restrained but ironical account of the interview. 

Although Bosshard is a professional photographer who is also an 
artist, Montell runs him close in the beauty of some of his pictures. 
Trained in the superlative Swedish school of ethnology, Montell knows 
what to photograph and how to photograph it. Each of his pictures, 
besides giving the “feel” of Mongolia, gives precise information about 
the detail of Mongol life which it illustrates. Montell, again, is not 
describing the desultory travels of a summer, but a journey (made in 
1930), westward through Inner Mongolia to study and make collections 
among the Torgots of the Edsin Gol, on behalf of Sven Hedin’s Sino- 
Swedish Expedition. He had the great good fortune to be travelling 
with Georg Séderbom, who but for the fact that he has never written 
a book would be known as the most talented traveller of our times 
among the Mongols. Artist, musician, and naturally endowed to be a 
collector and scientist, a first-class mechanic and a master also of both 
the Mongol and the Chinese ways of travel, Séderbom was years ago 
accepted by the Torgots of the Edsin Gol as one of themselves. 

The Torgots of the Edsin Gol belong to the western or Central 
Asian group of Mongol tribes. They have lived almost isolated on their 
river in the desert since the beginning of the eighteenth century. To 
the west of them is the waterless gravel of the Black Gobi. On the north 
their river feeds two salt lakes, in a desert separating them from Outer 
Mongolia. To the east are dunes and more desert. Consequently they 
see rather little of other Mongols, have preserved customs which have 
changed elsewhere, and are for that reason specially worth study. In 
recent years, however, many refugees from Outer Mongolia have settled 


« 363 > 


4 
_| 
ady 
gol 
en 
gol 
ng 
he 
' 


acific A flair; 


among them. On the south, their river links them with the oases of 


Kansu and Ninghsia, from which Chinese colonists have Pushed oy 
to settle at the entrance to the Mongol territory along the lower Edsin 
Gol. 

Montell describes, with simplicity and charm but also with great 
fidelity, things seen and learned among the Torgots and the deser 
journey to reach them (made by car). His earlier chapters describe 
better-known territory north of Kalgan and Kueihua, the cities from 
which the long-distance trading caravans set out. It is as well that 
Mongol, Chinese and Japanese politics are left out, for the essence of the 
book is that it echoes the last of the old and peaceful life of Inner 
Mongolia, to Western travellers romantic and to the Mongols themselve: 
the right life for free men. 

O.L, 


Turoucn Cutna’s Watt. By Graham Peck. Boston: Houghion 
Mifflin Co. 1940. pp. 371. $3.50. 


ae to those who knew Peking before the first explo- 
sions at Lukouchiao rocked the Legation Quarter, this charming book 
must be of great interest. The author, a young American artist, came 
to Peking in January 1936, expecting to make but a brief visit before 
proceeding on his globe-trotting program. But, like many another, he 
remained in the Imperial City for months and when finally he did 
depart, he went not to distant lands, but north to Mongolia, westward 
to Ssuch‘uan and then south to Yiinnan and the China Sea. Just before 
the outbreak of the Sino-Japanese conflict he was back in Peking, where 
he witnessed the fall of the city and the end of an incredible era. 

This record of travels in China may not appear important to the pro- 
fessional geographer, historian, economist or sociologist; but to the 
average reader it brings a wealth of entertainment. In the author’s com- 
pany it is delightful to spend a summer with a Mongol family near 
Kueihua, to travel afoot through Ssuch‘uan into the great mountain 
ranges west of Chengtu, to glide down the Yangtze from Kiating to 
Chungking, and to do the thousand things that presented themselves in 
the course of a full year’s wanderings in the interior of China. 

The great virtue of this book lies in its author’s reluctance to dog- 
matize about what he has seen—and heard. For the most part he is 
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content to record the sights and sounds about him, with an artist's 


sensitiveness to impressions. 
Puiuie LiItrenTHAL 


New York, March 1940 


SHancHal: City For Sate. By Ernest O. Hauser. New York: 
Harcourt, Brace & Co. 1940. pp. 323. $3.00. 


‘as TITLE of this book is misleading. Who owns Shanghai? 
Who has the right to sell it? And who would want to buy the mess of 
racial, economic and political problems to be found in Shanghai today? 
Mr. Hauser does not answer these questions, but rather attempts to 
sketch the history of Shanghai in terms of the rise and fall of the 
dominant groups, principally the business men, the “taipans.” The book 
is therefore a combination of bits of history, with a selection of some of 
the more colorful stories in which Shanghai abounds. Nine of the 15 
chapters deal with events after 1920, and this is the best part of the 
book. The first six chapters, in which the author traces the history of 
the city, show evidence of hasty writing and are full of factual errors 
and questionable interpretations. For example, on page 24, in referring 
to the area in Hongkew, known around 1860 as the “American Settle- 
ment” Mr. Hauser states, “The ground was never officially allotted to 
United States residents by the Chinese authorities.” The agreement be- 
tween the American Consul George F. Seward and the Chinese Taotai 
for delimitation of this area as a place for residence of American citizens 
is printed in the volume of Foreign Relations of the United States for 
1867, document 125. To say that the “opium war” of 1841-42 was caused 
by “the British urge to swamp China with India-grown opium and the 
Chinese refusal to take it . . .” (p. 6) is far too simple an explanation. 
These are but two examples of careless writing, fortunately confined, for 
the most part, to the first half of the book. 

The author’s conclusion that Shanghai gave up its ghost when the 
Sino-Japanese conflict began in 1937 will not satisfy Shanghai residents 
or students of Chinese politics. This conflict is not yet finished and neither 
is the city of Shanghai. Mr. Hauser’s book would be more valuable to 
the general reader if he had included a thorough discussion of the 
effects of the present war in China on Shanghai, its residents, its business, 
its trade and its political and economic problems. As it stands, this 
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book adds nothing new to the history of Shanghai, nor does it tell the 
whole story, 

C. Jounstonz 
Washington, D. C., April 940 


Wits THE Wuite Cross Cuina. By Harley Farnsworth Mx. 
Nair. Peking: Henri Vetch. 1939. pp. ix + 123. U. S. $2.00. 


a The Journal of a Famine Relief Worker, this is in 
large part the record of a young man’s activities in the market village 
of Sha-ho-ch‘iao, in Chihli province, during the early weeks of 1921, 
when the blue flag bearing a White Cross meant food and clothing to 
a famine-stricken people. The chief interest of the journal lies less in the 
scenes depicted than in the personal reactions of their chronicler, Of 
perhaps wider interest is the author’s long Introduction, which paints 
in bold strokes the background and history of the North China famine 
of 1920-21, thus lending perspective to the story which follows. 

LIivtentuar 
New York, March 1940 


Tue Marcary AFFAIR AND THE CHEFOO AGREEMENT. By S. T, 
Wang. London, New York, Toronto: Oxford University Press. 
1940. pp. 138. Two maps. $2.50. 


pe murder, in 1875, of A. R. Margary, interpreter for a 
British mission that had entered Yiinnan province from Burma, was a 
significant incident in early British efforts to develop trade and com- 
munications with the Chinese southwest. The story of the affair and of 
the resulting Anglo-Chinese agreement at Chefoo the following year 
is related in detail by S. T. Wang in this scholarly monograph, based 
on Chinese as well as English sources. 

The author’s approach is largely factual and his conclusions are 
limited in scope, but the discerning reader will find here a useful case 
study in the history of imperialism. Though the events occurred rela- 
tively early, many of the general features of modern expansion appear 
in specific form: the British drive for trade in China, the desire to use 
the southwestern route to China as a counter to French control of the 
Indochina route and possible American domination of the seaboard 
approach, the use of the small Margary incident as a basis for advanc- 
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ing far-reaching, extraneous demands, and the exertion of intense diplo- 
matic pressure, combined with threats of military action, to break down 
the resistance of the weak Government of China. 

The diplomatic policy of Thomas Wade, the choleric British Minister 
to China, is instructive. He began by asking for “pleasure,” not “busi- 
ness,” passports for the members of the mission, in order to hide the 
commercial objective from the Chinese Government. After the murder 
of Margary, he insisted on the trial of the Governor of Yiinnan at 
Peking for alleged complicity, knowing that since China could hardly 
accede, it “may be brought to purchase withdrawal of the demand at a 
high price.” He answered Chinese refusals to yield on various points 
by asking for more. Finally, he was careful to negotiate in such a way 
as to exclude the representatives of the other powers, although the large 
issues that he had introduced (general questions of trade and diplomatic 
intercourse) concerned all the nations dealing with China. For his 
success in these diplomatic operations, Wade was made Knight Com- 
mander of the Bath. 

The significance of this historical study is increased by the recent 
construction of the Yiinnan-Burma highway and the uncompleted work 
on a Yiinnan-Burma railway, both of which are the contemporary 
fruits of an old policy. It is interesting to observe the peculiar manner 
in which history “repeats” itself: a trade and communications project 
that in 1875 would probably have had the effect of hastening the 
break-up of China, today operates to stiffen Chinese resistance against 
break-up at the hands of Japan. Perhaps at a later date it will have still 
another, as yet unpredictable significance. 

Lawrence K. RosincER 
New York, June 1940 


War-Time Economics WITH SPECIAL REFERENCE TO AusTRALIA. By 
E. Ronald Walker. Melbourne University Press. 1939. pp. 174. 5/-- 


. a after the outbreak of the war against Germany, the 
economist in Australia assumed a role as adviser and administrator 
commensurate with the importance of economic problems in war-time. 
This book is a contribution from one not yet immersed in the spe- 
cialized work of a single department: the result is an excellent review 
of the inter-relation of the many-sided aspects of war-time economics. 

Dr. Walker’s work partakes somewhat of the dual character of a 


« 367» 


A fairs 4 
ell the 
‘ONE a 
1940 
1S in 
lla 
1921, a 
1g to 
1 the 
Of 
aints 
‘940 
T. 
f 
at 
“ 


P acific Affairs 
basic blueprint and a tract for the times addressed to all who will reaj 
and think. His major concern is “to look behind the ‘veil of money,’ 
and see the operations of war in terms of the employment of te 
resources.” In this he succeeds strikingly. Even in the monetary chap. 
ters, IV, V and VI—Price Fixing and Profit Control,’ ‘War Financ’ 
and ‘A Financial Plan for Australia,’ the reader is not allowed to forget 
that the real criterion of success or failure is the smoothness with which 
the real resources of labor and capital are expanded and diverted to 
achieve war objectives, rather than some notion of financial cost hidden 
behind such slogans as “Pay as we go” (Taxation), “interest-free credit 
from the central bank,” “let the future generation share the cost” and 
the like. The author is fully aware of the limitations of financial policy 
and frequently stresses the need for direct controls (e.g. rationing) in 
the interests of price stability. However, the necessity for rationing and 
requisitioning may arise before general “full employment of resources” 
is reached: bottlenecks in key industries may lead to rising prices well 
before all resources are active on all fronts. Chapter V might have been 
strengthened by reference to this point. 

Dr. Walker may meet with his severest criticism from opponents (not 
including the reviewer) of his financial plan for Australia which fol- 
lows logically from his general treatment. Starting with under-employ- 
ment in September 1939, the author looks to Commonwealth Bank 
credit to finance the first few weeks’ expenditure. This would promote 
banking liquidity and expand money incomes and set the stage for 
subsequent taxation and borrowing to ensure the Government's control 
of real resources. Supplementary aids include such devices as licenses 
for private investment, price and profit control, requisitioning and 
rationing of supplies, control of bank reserves and refinements of fiscal 
policy. The author contends that his plan would avoid the dual pitfalls 
of the last war, namely, price inflation and excessive debt accumulation. 

The political and social implications of a rational economic policy are 
considerable for a country much less socialist-minded than foreigners 
are prone to judge. War-time economics requires an integration of 
economic life which amounts to a steady retreat from a system of free 
enterprise. It also means some control and direction of a people’s social 
life. Dr. Walker merely mentions these matters and it remains for the 
political scientist to show that such integration is not inconsistent with 
democratic expression of critical opinion. 

Dr. Walker has encompassed an amazing amount in brief space: his 
style is lucid and his argument cogent. His book is entitled to very 
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veneral and serious consideration by Australians: it also merits its 
place in the reading of economists elsewhere. 


Joun G. Crawrorp 
New York, May 1940 


Tue Recent DEVELOPMENT oF Economic ForeIcn PoLicy IN THE 
NeTHERLANDS East By J. van Gelderen. London: Long- 
mans, Green and Co. 1939. pp- 99. 55- 


| vAN GELDEREN of the University of Utrecht presents 
| clearly and comprehensively a survey of recent economic measures of 
the government of Netherlands India (N.E.I.), their political and eco- 
nomic background, and their consequences. The six short chapters em- 
body lectures delivered in 1938 at the Graduate Institute of International 
Studies in Geneva. Although written in ample detail, the discussion is 
not crowded with irrelevant facts but adheres strictly to its subject, pro- 
viding a valuable handbook for a study of the economics of this period. 

Professor van Gelderen maintains that in determining economic for- 
eign policy, the N.E.I. government, like most colonial administrations, 
has to consider both the welfare of the indigenous population and the 
world demand for the raw materials produced in the colony. With 
scholarly thoroughness and simplicity, van Gelderen pictures the situation 
which forced the N.E.I. government to take action in 1934: the world 
depression with contracting markets and raised tariffs; the N.E.I.’s 
capacity and tendency to overproduce its principal export commodities; 
the inability of native producers to understand the relation between over- 
production and low prices, and the flooding of its markets with cheap 
Japanese goods which upset its balance of trade with European markets. 
He goes on to describe the emergency measures, briefly but without 
oversimplification: quotas limiting the total amount of certain imports 
and the amount and source of others; restriction of immigration; par- 
ticipation of N.E.I. producers in national and international production 
restriction schemes, and a shipping agreement with Japan in 1936 divid- 
ing trade between Japanese and Dutch bottoms. Furthermore, Holland 
gave the N.E.I. preferential treatment for certain agricultural products 
in the Dutch market. 

In Professor yan Gelderen’s view, these measures have proved more 
than a temporary expedient; they have undoubtedly been a step in 
changing the economy of Southeast Asia by reducing dependence on 
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imports and consequently the need of exports. Behind the protection 
given by control of imports, immigration and production, new “village” 
industries and larger western-run industries are developing, and new 
crops have been planted on the acreage made free by restriction schemes, 
Van Gelderen believes that the “open door” in Southeast Asia will not te. 
turn except under changed world conditions now only remotely possible, 
While economic dependence has been a natural consequence of “open 
door” colonizing methods, Professor van Gelderen maintains that a new 
era in colonial administration has begun. “There are not only ‘haves and 
have-nots,’ in the world, but also people who do not want any longer 


to be ‘had’ by anybody, people who want to be themselves and to make | 


the most of the natural possibilities of a territory of which they are the 
aboriginal and legitimate inhabitants.” 
Patricia GLover 
New York, March 1940 


Tue Invistpce Tarirr. By Percy W. Bidwell. A Study of the 
control of imports into the United States. Prepared under the 
auspices of the American Coordinating Committee for Interna. 
tional Studies. New York: Council on Foreign Relations. 1939. 
pp. 286. $2.50. 


Fw people know that foreign trade is regulated not only—and 
in recent years, in many countries, not so much—by customs tariffs as 
by the administrative control in various forms. Professor Bidwell shows 
how numerous and sometimes insurmountable are the obstacles to the 
flow of goods into the United States. Besides the visible tariff there 
is an invisible tariff, the provisions of which are often more sweeping 
in their effect, but at the same time much easier to change, than the 
customs tariff rates. 

Professor Bidwell begins by showing how customs formalities are 
applied in practice to protect American business against “unfair” com- 
petition from abroad, and how administrative control in turn modifies 
the protectionist system. The intricacies of the customs formalities are 
such that they are known only to “a highly specialized group of cus- 
toms brokers and customs lawyers,” without whose assistance the im- 
porter is lost in a maze of intricacies. The author follows the fate of 
imported commodities from the moment they are shipped from a foreign 
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country to the moment when they are released by the customs author- 
ities in the United States, and supplies information concerning many 
details, especially in his paragraphs on the methods of valuing imports 
into the United States. 

In two chapters on unfair competition, countervailing bounties and 
antidumping legislation are discussed, as well as attempts to exclude 
fom American soil the products of convict labor and forced labor. 
Recent additional duties on German goods and an attempt to exclude 
Soviet goods in 1931-1934—on the charge of forced labor—illustrate these 
chapters. In the fifth chapter the way in which the initiative in fixing 
the rates of duties has now fallen into the hands of the Executive is 
described. A new era began with the introduction of the “flexible pro- 
visions” of the Tariff Act of 1922, though up to 1929 a very modest 
use was made of them. The Act of 1930 retained these provisions, but 
the Tariff Commission still was not overzealous in using them, making 
only 78 recommendations in seven years. Much more important was the 
Trade Agreement Act of 1934, by which the traditional policy of 
unilateral action on tariffs was abandoned and a policy of tariff revision 
through reciprocal trade agreements was inaugurated. In about five 
years trade agreements were concluded with 20 countries which in 
1938 accounted for 58 per cent of American exports and 61 per cent 
of total imports. All these agreements, according to Professor Bidwell, 
resulted in reducing 1,068 tariff rates and putting 150 items on the free 
list. No attempt is made to show how great these reductions in rates 
actually were, or to analyze their influence on the flow of imports; 
but Professor Bidwell thinks that the Trade Agreement Act has ren- 
dered a service to good government in the United States, because ad- 
ministrative officers are protected from the pressure of special and local 
interests, so that their primary consideration is the national interest. 
Probably not all readers will share this optimism. 

It is, by the way, interesting to note that the use of import quotas, 
up to 1933 exclusively used by other countries, is beginning to be 
adopted in the United States. In 1937, 17 per cent of dutiable imports 
were subject to such quotas. 

In the second part of the book the protection of public health, safety, 
and morals is described, and the control of imports of animals, plants, 
and their products. Many examples of the way in which foreign prod- 
ucts are effectively barred from the United States, under the guise of 
protecting American plants or animals, are here described. However, 
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on the whole the author expresses the belief that the record of the 
United States in this, as in other respects, is relatively good. 

A. J. Graypanzey 
New York, January 1940 


BrBiiocRAPHY OF THE IsLaND oF Guam. Charles F. Reid, Editor: 
Nathan Habib, Verne Jay and Carlo Simonini, Associate Editor;. 
New York: H. W. Wilson Co. 1939. pp. 102. 


V V HaT with the attention recently given them in the press and 
politics of Japan and the United States, there is no need today to em. 
phasize the strategic importance of the Pacific island groups lying north 
of the equator. Yet though this interest in, for instance, the vexed prob. 
lem of Guam and the question of its future role does exist, it demands 
guidance. Of considerable pertinence in this connection is this bibliog. 
raphy, the first of a series on the Territories and Outlying Possessions 
of the United States, to be published under the auspices of the Federal 
Work Projects Administration. As the only comprehensive annotated 
bibliography of the island of Guam, it is of considerable value. 

Further evidence of increasing interest in the Northern Pacific island 
groups is the forthcoming study of cultural adjustment and social policy 
in Guam, which is being prepared for the Institute of Pacific Relations 
by Miss Laura Thompson, author of Fijian Frontier, reviewed elsewhere 
in this issue of Pactric AFFAIRS. 

New York, March 1940 


StaM 1n Transition. By Kenneth Perry Landon. Chicago: Uni- 
versity of Chicago Press. 1939. Distributors: Kelly & Walsh, Ltd., 
Shanghai. pp. ix +- 323. $2.50. 


hie work by a linguist, who spent many years in Siam, dis- 
cusses trends in politics, economics, race, education, medicine, com- 
munication, public life, fine arts, and religion in Thailand since the 
series of palace revolutions between 1932-1934. Appendices give certain 
of the more public of the documents and agenda marking the transition 
from former King Prajadhipok to the boy King Ananda and his repre- 
sentatives. The first value of Landon’s work lies in the fact that 
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southeastern Asia is a field scarcely known to the Western world. What 
jittle is known of Asia by outsiders hardly concerns its southeastern 
land mass (see here Zimmerman in Geographical Review, Vol. XXVII, 
No. 3, July, 1937, pp- 378-93 and W. Credner Siam, Das Land der Tai, 
Stuttgart, 1935). 

The most excellent work on early Siam, W. A. R. Wood’s A History 
of Siam, London, 1926, is by a Westerner who had both a calm historical 
mind and a knowledge of the language. However, Wood’s work leaves 
off where modern Siam begins. Landon could have done much to fill 
in this gap. The best part of the work is the physical description of the 
series of “demonstrations” started under the leadership of the military 
triumvirate in 1932 and ending in the present regime. Even in this 
field the sociologist could profit immensely by more intimate knowledge 
than Landon gives. If social science exists to tell the story of life as it is, 
it should become more intimate and revealing than “public documents.” 

The general secondary character of sections of the book, in spite of 
the author’s most intimate knowledge of Thailand, may be illustrated 
by the discussion on early slavery (p. 146). Here the sometimes well- 
informed W. A. R. Wood is quoted, not from the original, but from the 
works of the often ill-informed Le May. In the meantime that excellent 
monograph by R. Lingat, L’Esclavage Privé dans le Vieux Droit Siamais, 
Paris, 1931, which up to now remains the authority in this field, is not 
referred to although Landon’s assembled bibliography in the appendix 
contains its title. 

Landon’s work, however, is a definite contribution to our knowledge 
of the new Asia which is emerging as the mailed fist of the European 
empires seems to be giving away in the face of Asia’s home-made con- 
ceptions of power politics. The author should go from this work both 
backward and forward. He should go backward to the Hindu docu- 
ments on their “Ancient Colonies in the Far East.” These are most 
revealing because Hindus and Chinese discovered, conquered, fought 
over, and ruled or were ruled by the races of southeastern Asia several 
thousand years before Europe knew of Asia. Then he might go forward 
from this work to an examination of a new thesis concerning Asia. 
Perhaps Siam must consider its future from a point of view different 
now from those existing in the early days of the Chakri Dynasty. Then 
the country had to think only of avoiding European protectorates ex- 
ternally and the possible repercussions from the introduction of the 
Western missionary internally. Now, who knows clearly what Asia’s 
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